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The Profession' 
by Robert M. Trueblood 
Robert M. Trueblood is partner in charge of our 
Chicago office and chairman of the firm's Policy Group. 
His biography appeared in the QUARTERLY last year 
when we published his article, "The New Frontier of 
Financial Executives." Since that time he has added still 
another book to his printed works . . . it is "Auditing, Man-
agement Games, and Accounting Education," which he 
co-authored with Neil Churchill and Merton Miller. (Mr. 
Trueblood is also co-author of "Sampling Techniques in 
Accounting" and "The Future of Accounting Education," 
as well as author of numerous articles in professional jour-
nals.) 
This year the American Institute of CPAs appointed 
Mr. Trueblood a member of the Accounting Principles 
Board, a member of the Executive Committee, and chair-
man of the Long Range Objectives Committee. Mr. True-
blood is also a member of the Commission on the Common 
Body of Knowledge jointly sponsored by the AICPA and 
the Carnegie Corporation. 
This is a time in our professional life when we must 
reflect, decide, and act. 
About three years ago, the AICPA Committee on Long 
Range Objectives began its present project of predicting 
the nature of the profession in 1975. Today its investiga-
tion is largely completed. Early next year, Jack Carey's 
book, The CPA Plans for the Future—which may well 
run to 600 pages—will be published. This book, based on 
the intensive efforts of the Committee, postulates the 
problems and the opportunities of the accounting profes-
sion over the next decade. 
As both preview and introduction to the book, this 
article covers a few of the most important highlights of the 
Committee's study over the past three years. What pat-
terns of development for the profession did the study 
discern? What crucial questions did it raise? What is the 
stature of the profession it foresees for 1975? 
Some Reflections on the Past 
The profession has come a long way in its relatively 
short life of 75 years. To others looking in upon us, our 
growth and present position are enviable—almost un-
believable to some outsiders. Let us look at a few statistics: 
—From a base of very nearly zero in 1900, we have 
grown to a population of 80,000 CPAs in this coun-
try. Perhaps even more startling is that in the period 
from 1945 to the present—less than 20 years—the 
CPA population has more than doubled. And mem-
bership in the AICPA has more than tripled during 
this same 17 or 18 years, to a present total of more 
than 50,000. 
—Auditing has advanced from what was initially a 
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sort of duplication of the bookkeeping process to a 
sophisticated and reasonably standardized profes-
sional appraisal of financial results. 
—In the early days, our entire preoccupation was with 
the debits and credits of the dollars of finance, where-
as today we have clearly come to accept an entirely 
new definition of accounting, "the measurement and 
communication of financial and other economic 
data." The expansion in our perspective is obvious, 
and heartening. 
—Educational requirements for the CPA have ad-
vanced from the simple ability to read and write, to 
a generally accepted requirement for a minimum of 
a bachelor's degree. 
These are great strides, and CPAs are all proud, indeed, 
of their first 75 years of history. 
But in looking at the past, we must in all candor make 
note of some places we have stumbled along the way: 
—For the most part, accountants have occupied them-
selves far more with codifying the procedures of the 
past than they have with predicting and designing 
in advance the practices of the future. 
—In the same way, perhaps, accountants have tended 
too often to concentrate on historical financial per-
formance, and have avoided involving themselves 
with financial estimates. 
—Somewhat hesitatingly, but with fair conviction, the 
Committee admits that many of our present gains 
have come to us simply because of the need of busi-
ness for our services. We might have found more 
useful things to do, and we might have sold them 
to business on our own initiative. 
—And finally, our complex professional structure has 
held us together and permitted us to grow almost 
in spite of ourselves. The maze of conflicting and 
overlapping jurisdictions, statutes, and regulations 
which directly affects each of us is almost unbeliev-
able to the outsider. We have state societies, state 
statutes, and state CPA boards. There is direct gov-
ernmental control and surveillance over CPAs at the 
Federal and at the state levels. There is the American 
Institute as the over-all national professional organi-
zation. This multiplicity of jurisdiction in the areas 
of ethics, standards, licensing, and discipline is a con-
fusing and awkward professional structure, at best. 
These negative observations, however, are important to 
us only because we, as accountants, are directly involved. 
In all fairness, any other profession engaging in intro-
spective self-criticism might well identify the same or 
even more serious lacks in its history. 
Some Questions for the Present 
The profession is presently in a state of ferment and 
troublesome adjustment, in a rapidly changing world. 
The rate of change is spectacularly high in those areas of 
knowledge and technology which vitally affect our prac-
tice. 
Some are concerned that the profession will not be able 
to keep pace; that other professional groups will encroach 
upon our traditional territories; that we may lose our 
present high standing in the business community. 
Our experience in the Committee's studies and our 
continuing concern for the profession's progress impel us 
to raise these crucial questions: 
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—Computers and management science techniques are 
already with us. Is the practicing profession generally 
able to serve under these newer requirements for 
broad and integrated information systems? 
—Have we moved far enough and fast enough in estab-
lishing accounting principles which achieve reason-
able comparability in profit results within a given 
industry, or, for that matter, across industries? 
—Has the profession acted with sufficient definiteness 
in malpractice cases, such as the Billie Sol Estes 
scandal? 
—Has the profession adequately tackled its organiza-
tional problems, bearing in mind that our profes-
sional structure is essentially the same today as it was 
20 or more years ago? 
—Have we made sufficient efforts to establish ourselves 
as a learned profession? 
How successfully we strike through this present period of 
revolutionary change and stride out toward the future 
will depend, in part, upon how successfully the profession 
can provide the answers to these crucial questions. 
What About the Future? 
At the outset of its study, the Committee on Long 
Range Objectives recognized that the predictive process 
would involve two phases: first, a characterization of the 
economic and social environment of 1975; and second, an 
attempt to fit the profession into that frame of reference. 
Obviously, as accountants we are not expert in the pre-
dictive processes which relate to the world outside our 
own experience. For help in the first phase of the study, 
the Long-Range Group has done extensive research on 
a variety of subjects in economic and social areas. In 
addition, we have called to work with us experts from 
disciplines other than our own: experts in economics, 
psychology, public relations, law, government, and in 
many other fields. 
The profile of socio-economic conditions in 1975 that 
emerges from this study is a startling one. Here are the 
highlights: 
Population: The size of the population in the United 
States in 1975 is predicted to run from 225 to 235 mil-
lion. Perhaps even more interesting is the pattern fore-
seen for the distribution of the population. The census 
of 1890 reflected the passing of the frontier. The census 
of 1960 gave evidence of the passing of the great city. 
The prediction for 1975 is a kind of megalopolis situa-
tion. Large geographical units—such as the Chicago-
Milwaukee complex—will be the population and eco-
nomic centers of the country. 
Planning: TheHrend towards increased planning at the 
governmental level is already apparent in France's \ 
"concerted economy" and England's "five-year plan." 
We may expect more of it in 1975. And more impor-
tant, every individual business with which we work— 
in order to maintain its competitive position—will have 
to spend relatively larger proportions of its time on 
planning than it has ever done before. 
Expanding role of government: It seems almost certain 
that activities regulated in one way or the other by the 
government will increase rather than decrease. Our 
state and federal governments may well become an 
even larger source of capital in the form of loans, 
grants, and subsidies. And as the world's largest cus-
tomer for goods—already buying at the rate of $50 
billion a year—the United States government will be 
an enormously important economic factor in the era 
of 1975 and after. 
Impact of the international situation: One of the most 
striking predictions for the economic climate of 1975 
is that the international situation—political, economic, 
and social—will loom larger than ever before in our 
day-to-day business activities. And increased competi-
tion overseas, from the Communist bloc, from Japan, 
and from the new and vigorous European Common 
Market, will become a far more potent influence on 
business decisions in this country. 
Management attitude: Management, it is believed, will 
become increasingly conscious, in the accountability 
sense, in areas quite outside of financial matters. Thus, 
non-economic activities, in the areas of social responsi-
bility, public welfare, or research and development, 
may well become the subjects of audit or formal ac-
countability. 
Labor: All of the statistics examined by the Committee 
indicate that labor union membership is presently de-
clining relatively, if not absolutely. The Committee 
does not predict any significantly greater power for 
labor in 1975 than it has today. But we do feel that 
labor may well have a resurgence of authority, if some-
body can help them do a better job of utilizing their 
power than they have done in the past 10 or 15 years. 
Tax structure: Economists agree that our tax structure 
generally, and our income tax in particular, can only 
move in the direction of simplification. Since simplifi-
cation involves politics, we cannot predict whether a 
material improvement will be achieved by 1975. 
Given this framework for 1975, where would the ac-
counting profession like and hope to fit into this changed 
environment? 
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The Attest Function 
In three words, the central core of present accounting 
practice is the independent audit function. Logically, the 
Committee believes this will continue to be the single 
most important service the profession provides. In the 
Committee's view, however, the word "attest" has a 
wider connotation than the phrase "independent audit," 
and describes better the broader audit function we hope-
fully predict for the future. It is the view of the Commit-
tee that the attest function may well apply in the future 
to a considerable number of areas where it is not now 
being used. 
This prediction of increased importance for the attest 
function is based on two premises: 
First, that the definition of accounting logically must, 
and appropriately should, extend beyond the historic 
confines of financial accounting. Remember that ac-
counting, correctly defined, involves "the measurement 
and communication of all economic and quantitative 
date," in addition to the customary dollar figures with 
which we now deal. 
Second, there are undoubtedly many more areas in 
modern society where extension of the attest function 
would in fact serve a useful social purpose. 
If these premises are correct, here are some of the 
possibilities the Committee envisages for expansion of the 
attest function by 1975: 
—Possible application of the function to income tax 
returns. 
—Certification as to business planning, sometimes 
called "prospective accounting." 
—Representation by accountants before courts as ref-
erees in litigation which turns upon accounting ques-
tions. 
—Independent audits of all publicly held, but pres-
ently unlisted, companies. 
—Independent audits of banks, credit unions, and 
nonprofit and other organizations now under gov-
ernment surveillance. 
—Increased use of auditors by the government in de-
termining acceptable cost data in protecting funds 
advanced by the government as loans or grants, in 
reviewing statutory compliance, and in establishing 
bases for the setting and administration of rates for 
regulated companies. 
If the profession will take advantage of these opportuni-
ties, it can look forward to a broader attest practice in 
the future—hopefully even before 1975. 
Management Services 
One of the significant developments in public account-
ing in the past ten years has been the emergence, the ex-
pansion, and the acceptance of the function that is called 
"management services." From any point of view, this 
development is one which captures our fancy and com-
mands our attention as an organized profession. 
Ten or fifteen years ago, management services by 
CPAs possibly comprised five percent of the profession's 
services. A current rough estimate of such activities might 
be 15 percent. Various predictions about the importance 
of management services in the next 10 to 20 years range 
from 25% to as high as 50% of the profession's total 
services. 
The American Institute has made its decision about 
continuing and increasing activity in the management 
services field. Council passed the following objective in 
April of 1961: 
"Recognizing that management service activi-
ties are a proper function of CPAs (it is an 
objective of the Institute) to encourage all 
CPAs to perform the entire range of manage-
ment services consistent with their professional 
competence, ethical standards, and responsi-
bility." 
As an auditor, the CPA is necessarily concerned not 
only with financial results, but with underlying systems 
and controls which produce those results. Many of us 
feel that the analysis of the underlying system of control 
is the basis and the backbone of our audit process. These 
same information and control systems are the subject, in 
one way or another, of practically all management serv-
ices practice. Accordingly, consultation in the develop-
ment of such systems is a logical and fruitful extension 
of practice. And, as control systems become more com-
plicated and sophisticated, the need for consultation will 
increase—and the CPA's management services practice 
will grow. 
The systems and procedures of business have already 
been affected by many new developments in manage-
ment techniques. EDP is an example. The expansion of 
inventory control systems is another example. The ex-
panding role of the business controller—with increasing 
interest in and responsibility for all company information 
systems—is still another example. 
And, in the Committee's view, the impact of these new 
methods and techniques on the CPA's role as auditor will 
not be limited to CPAs in large national firms. The same 
impact will be felt by the smaller firm, as well as by the 
sole practitioner. The demanding changes which have 
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already been.-experienced in the control systems of me-
dium and large business will ultimately, in some degree, 
come to small business. Those in the profession who 
have not yet encountered these changes cannot hide their 
heads in the sand and say that new things are now, and 
will always be, the problems of only a few. These changes 
will soon confront all of us—certainly by 1975, and prob-
ably well before that time. 
To summarize, the current revolution in business tech-
nology can and will produce changes in business infor-
mation and control systems. As CPAs, we will be forced 
to expand our understanding if we are to continue to 
perform a professionally competent audit function. If we 
must broaden our knowledge to perform a professional 
audit, then there is every reason why this knowledge 
should be used to broaden the scope of our management 
services practice. 
This may be a good point at which to specify a word 
of caution. The burgeoning business in management 
services has brought upon us a rather amorphous ad-
mixture of practice today. The profession must stand 
back and spend a good bit of time over the next several 
years in defining competence, ethics, and responsibility— 
lest the profession lose its luster in performing its signifi-
cantly important audit role. 
Tax Practice 
Until the predicted tax simplification evolves, the 
Committee sees no significant change in the tax role of 
accountants—in the absence of further or serious disputes 
with other interested parties, such as the legal profession 
or the unlicensed accounting practitioner. 
Education 
The Committee foresees a substantial movement to-
ward the requirement of a master's degree for CPAs by 
1975. Further than this, significant changes in curricu-
lum involving more emphasis on disciplines other than 
accounting will surely come. Even today, the top busi-
ness schools in this country have made important revi-
sions in their program for professional accountants. It 
should be remembered that the schools are always ahead 
of the profession in their training. They are training 
accountants not for today, but to be the leaders of the 
profession 25 and 30 years from now. 
Structure and Standards 
Since size alone will make the profession's present 
structure unwieldy, a breakdown of our professional or-
ganizations into regions appears likely, and tighter co-
ordination between the American Institute and the state 
societies will be a necessity. Further, the Committee be-
lieves, inter-nationalization of accounting and auditing 
practice will be with us by 1975, in the same way that 
accounting and auditing in the U.S. today have risen 
above state boundaries. 
Practice Evaluation 
Typically, malpractice cases have been handled by the 
Ethics Committee and the Trial Board. Recently the 
Institute has established state consultation services and a 
Practice Review Committee. But the current statistics on 
claims against accountants by banks, surety companies, 
and clients are staggering. Some of the cases one hears 
about are reminiscent of the late 19th century, when 
almost any doctor could be persuaded to testify against 
another doctor for a $5 fee. The profession, long before 
1975, must reach out and deal with the problem of pro-
fessional quality control firmly, strongly, harshly. This is 
another area in which, if we do not set our own house 
in order, others will do it for us. 
* # * 
In summary, these are the development patterns, the 
crucial questions, and some of the basic predictions 
emerging from the study of the AICPA Committee on 
Long Range Objectives. One conclusion appears inescap-
able: If CPAs want to assume the leading position as 
identified professionals in the accounting function, they 
will have to show the public by action, not words, that 
they are familiar with, concerned about, and competent 
in, all or most of the newer areas described above—and 
maybe many others besides. 
Of course, no individual CPA can be expert in every 
aspect of the accounting function, and this statement of 
itself probably predicts a trend towards specialization. 
But the profession as a whole should offer a broad range 
of competence in its entire field of interest. CPAs should 
welcome, not resist, the assumption of new responsibili-
ties—different perhaps from those to which they are 
accustomed. They should encourage and participate in 
new experiments in measuring and communicating finan-
cial and economic data. And they should be prepared to 
accept the risks which are involved. 
Obviously, to take on a bigger role will require read-
justment of attitudes and habits, as well as of professional 
institutions. 
The dimensions of the many challenges for the future 
are clear. Now die profession must act to meet them. 
* * * 
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Partners' Meeting 
October 14-17 in Boca Ratan 
r" 'its'**" 
Dr. Harold J. Leavitt, Carnegie 
Institute of Technology, spoke 




The 17 th Annual Partners' Meeting for partners and 
wives was held at the Boca Raton Hotel in Florida from 
October 14 through 17th. Robert Beyer was again named 
Managing Partner of the Firm, and Robert Trueblood 
was named Chairman of the Policy Group. In addition to 
Mr. Trueblood, others selected to the Policy Group are: 
Robert Beyer, Executive office; Karney A. Brasfield, 
Washington, D.G.; William K. Carson, New York; John 
Crouch, Kansas City; Milton M. Gilmore, San Francisco; 
Gerald E. Gorans, Seattle; Paul E. Hamman, Detroit; 
Allen Howard, Chicago; Kenneth S. Reames, Detroit; 
Richard C. Stratford, Los Angeles; E. Palmer Tang, 
Minneapolis; William W. Werntz, Executive office. 
At a dinner on Friday evening, Paul Hamman pre-
sented engraved silver trays to each of the new Advisory 
Partners, Darcy Bonner and William Woodman. 
Among those attending the meeting were Mr. & Mrs. 
Robert Adams, Mr. & Mrs. George Ansell, Mr. & Mrs. 
William Ritchie and Keith Somerville from London; Mr. 
& Mrs. Howard Ross and Mr. & Mrs. G. Meredith Smith 
from Montreal; Mr. & Mrs. John Wilson from Toronto; 
Mr. & Mrs. F. Geoffrey Patrick from Winnipeg; Mr. & 
Mrs. Enrique Carstens from Mexico; R. Gonzalez Irigoyen 
from Monterey; Mr. & Mrs. Hugh MacTaggart and 
their daughter Janie from Scotland. 
The partners were also pleased to have the following 
Advisory Partners and their wives in attendance: Mr. & 
Mrs. George D. Bailey, Mr. & Mrs. William Bechert, Mr. 
& Mrs. Hugo R. Breiden, Mr. & Mrs. M. O. Carter, Mr. 
& Mrs. Thomas J. Ennis, Mr. & Mrs. Frank W. Hawley, 
Mr. & Mrs. Howard D. Hull, Mr. & Mrs. Ralph V. Hunt, 
George Ludolph, Mr. & Mrs. Wayne E. Mayhew, Mr. & 
Mrs. Howard H. McConnell, Mr. & Mrs. Edward L. Pitt, 
Mr. & Mrs. Jackson W. Smart, Henry Clay Stephens, 
Edward P. Tremper and Mr. & Mrs. William Waggoner. 
Partners' Meeting 
Although the partners' wives did attend several sessions with their 
husbands, special activities were also planned for them. 
Coffee break: James Gram's topic was 
"How to Succeed as a CPA's Wife by 
Trying and like It . . ." 
Boat trip to Fort Lauderdale 
Between the Controller and the Auditor 
by Bernard J. Cianca 
"Here come the auditors! Quick, get out the olher 
books!" This is a remark we've all heard at one time or 
another. It is intended to be humorous, but I wonder how 
often the implied mental attitude does exist in fact: 
"Give the auditor what he asks for, but don't volunteer 
information; give him the records and let him figure 
them out." 
All too often this attitude is compounded by the even 
more prevalent feeling that an audit is a necessary evil 
which will inevitably disrupt office routine and cause the 
essential day to day work to fall behind. I'm sure we've 
all experienced the anguish on the part of client person-
nel when they protest that "our people don't have time 
to pull all these vouchers," or, "why should we analyze 
these accounts? You're doing the audit!" 
Unfortunately this attitude has not yet gone the way 
of the green eyeshades and the high stools. There still 
exists an unawareness of the relationship necessary for 
the mutual benefit of the auditor and his client in the 
performance and objectives of an audit. An understand-
ing of this relationship is woefully overdue. 
The aim of the Certified Public Accountant is to exam-
ine and evaluate enough financial data and information 
to enable him to express an opinion on the fairness of 
the financial statements he is asked to report upon. His 
main concern is the accomplishment of a professional 
audit which, for the sake of pure economics, he would 
like to see performed in the most efficient manner pos-
sible. The more efficient his audit, the fewer the admin-
Bernard J. Cianca, partner in the New York office, is a 
native Manhattanite who joined the firm on leaving the 
service. He was an honor student and has a Bachelor's 
Degree in Business Administration from the College of the 
City of New York, where he majored in accounting. 
Mr. Cianca is active in the AICPA and in the New York 
State Society of CPAs, where he has represented the firm 
on The Retail Accounting Committee for the past two 
years and has also served on The Inventory and Costs 
Methods Committee, The Committee on Stock Brokerage 
Accounting and The Committee on Institutional Account-
ing. In addition, Mr. Cianca is a member of the New 
Jersey State Society of CPAs, The American Accounting 
Association, The New York State Association of the Pro-
jessions, The International Council of Shopping Centers 
and The New York Credit and Financial Management 
Association. 
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istrative problems and the more time he will have for 
other engagements, for professional development and for 
practice expansion. 
For the company being audited, the auditors' opinion 
is important in relationships with many people—banks, 
suppliers, stockholders, governmental agencies. An audit 
can also serve as an effective management tool. For these 
reasons alone a client should be interested in a quality 
audit. Nor should there be much trouble raising interest 
in an efficient audit, for the benefits can be readily meas-
ured in terms of dollars and cents . . . basically, the less 
time spent by the auditor, the lower the audit fee. 
Evidently, both parties should be striving toward some-
what similar goals. This united purpose should foster a 
natural co-operative relationship. Why, then, is this spirit 
so lacking in many cases? I think three factors contribute 
to the situation: failure to recognize common goals, the 
idea that the audit is a once-a-year affair, and lack of 
adequate planning for an audit. 
Realization of Common Goals 
Exerting a united effort in attempting to achieve com-
mon goals is simply common sense. But how can client 
personnel be made to realize this? The key is to make 
management aware of the company's responsibility in 
this area. With understanding at the management level, 
it becomes a matter of having this awareness filter down-
stream. Influence properly, exerted can go a long way 
toward attaining the desired working relationship. 
The Audit—A Once-a-Year Affair? 
All too often there is not enough contact between audi-
tor and client during the year. Decisions which were 
reached months prior to the audit, important financial 
transactions, or knotty accounting and auditing problems 
which must eventually be dealt with oftentimes are not 
discovered by the outside auditor until the start of an 
audit. 
Why shouldn't the outside auditor be kept informed as 
these matters develop? This would afford him ample 
time to consider how they should be handled and how 
they will affect his examination. Such foreknowledge 
greatly facilitates the audit at year-end. In most cases, 
the outside auditor should probably be informed prior to 
a final judgment or decision so that he can advise on the 
financial and accounting implications. It is also helpful 
for the outside auditor to receive interim financial state-
ments which he can review to keep abreast of trends and 
developments from one period to another. 
Another most important area pertaining to closer and 
more frequent contact and co-operation concerns internal 
control. An evaluation of internal control is essential to 
the independent auditor's determination of the tests he 
must perform in conducting his examination. It can not 
be overemphasized, at this point, that improvements in 
the system of internal control in use by a company can 
and will bear significantly on the outside auditor's work. 
He must, of necessity, rely on the adequacy of that sys-
tem to set the tenor—the scope—of his examination. 
An increasing number of companies now have internal 
audit staffs. Their work, if properly directed and if co-
ordinated with that of the public accountant, can be an 
important factor in reducing time spent by the public 
accountant in the completion of his audit. Thus, the inde-
pendent auditor should be given the opportunity to 
review the internal audit program. Because of the out-
side auditor's expertise in this area, he can perhaps sug-
gest revisions which could bring about profitable results 
in scope and execution of the internal audit function and 
which, in turn, could mean a reduction in the scope of 
the external audit. The outside auditor should also review 
internal audit reports, the findings of which could lead 
to modifications and streamlinings of his own tests, as 
warranted. Again, this work—the review of the internal 
audit program and the review of the internal audit re-
ports—can and should be accomplished before the time 
of the performance of the year-end audit procedures. 
More frequent contact between the independent audi-
tor and his client will be discussed later in this article 
when we cover ways for more effectively "setting the 
stage'' for an audit. 
Adequate Planning for an Audit 
The third factor which has partially thwarted the co-
operation we are discussing is lack of adequate planning 
by both the outside auditor and his client. In any joint 
endeavor, co-operation is not something that just happens. 
It results from well formulated planning, delineating 
each party's responsibilities. 
In an audit, this planning should start early. Ideally, 
with the conclusion of an audit, a review should be made 
to determine where the problem areas were and what can 
be done to facilitate subsequent audits. In addition, it 
should be determined what additional work can be done 
by company personnel to decrease the auditors' time and 
expedite future audits, and what suggestions could be 
made to improve the systems and procedures in use, to 
tighten the necessary controls and to implement policies. 
Consideration of all of these will undoubtedly bring 
about attainable and desirable ultimate time savings. 
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There are other areas of planning (apart from the 
most obvious: changing from a calendar year to a natu-
ral business year) which directly contribute to an expe-
ditious audit, and which should prove quite effective. 
First—set up a schedule of the various sections of the 
audit, with a definite timetable as to when each section 
will be ready for audit. 
Nothing is more time-consuming for an auditor than 
starting an engagement when the client is not really 
ready for him. The scheduling of the completion (by 
client personnel) of the various phases of financial and 
accounting data, information and analyses incident to 
the audit will allow for the optimum utilization of the 
manpower on both sides of the "desk," so to speak. 
Written instructions to the employees involved, properly 
reviewed by the outside auditor, should also be consid-
ered a part of this element of audit planning. The defini-
tion of the responsibilities of each party to the audit is 
likewise of the utmost importance. 
Consideration should also be given to the outside 
auditors' performing—prior to year-end—as many of his 
audit procedures as practicable, such as: (1) review of 
the system of internal control, with the concomitant tests 
of transactions, (2) confirmation of accounts receivable, 
and (3) observations of physical inventories. Any work 
moved out of the pressure-period of the year-end closing 
will allow for greater participation on the part of com-
pany personnel (since their time at these earlier intervals 
might not be so heavily put upon) , and will bring about 
those highly desirable frequent contacts which help elimi-
nate last-minute surprises for both parties. 
Second—provide the auditors with adequate facilities 
to perform their work. 
Elementary as this sounds, it's surprising how often the 
outside auditor is hampered by poor working conditions. 
Lack of space and /o r equipment, and placement at an 
inconvenient distance from the people with whom the 
auditor is working can waste much valuable time. It 
would be desirable to have the company appoint a repre-
sentative to serve as chief liaison between the company 
and the outside auditors, and to have them instruct all 
employees to furnish whatever information the auditor 
might request. 
Third—eliminate the auditors' "pencil pushing." 
Many of the schedules necessary for an audit can be 
prepared by company personnel, saving considerable 
audit time. Trial balances, agings of accounts receivables, 
inventory summaries, property schedules, schedules of 
prepaid and accrued items, income and expense analyses 
can all be prepared by people familiar with the records 
in much less time than it would take an outside auditor. 
Often, it may merely mean making copies of existing 
schedules; some schedules can indeed be compiled over 
the course of the year—with a minimum of disruption of 
normal work routines. Needless to say, this preparation 
of detailed schedules is a corollary of the first item dis-
cussed above in respect of timing. 
Clerical work, such as the pulling and refiling of 
invoices or vouchers, the preparation of confirmation 
forms, and necessary typing services should also be done 
by company personnel. It would hardly seem practical 
for a company to incur additional professional fees for 
clerical tasks which can and should be performed by reg-
ularly employed clerks who could probably fit such 
work in with their regular duties with comparative ease. 
Of course, the outside auditor must also plan for his 
needs. Tasks for the clients' employees should be accu-
mulated so as not to waste clerical time. (Don't ask, for 
instance, for an individual isolated voucher each time 
documentary support is necessary.) Logical grouping of 
the required services will help bring the spirit of mutual 
assistance to greater fruition. 
w w w *3r 
By way of summarization, I believe . . . to paraphra.,3 
an illustrious speaker . . . that clients should not only ask, 
"What can your auditor do for you?", but also, "What 
can you do for your auditor?" Co-operation, fostered by 
common objectives and nurtured by proper planning, can 
bring rewards of such great benefit to both the client and 
the auditor that we must not let the opportunity pass. 
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by Richard C. Stratford 
Richard C. Stratford is partner in charge of the Los 
Angeles offi.ce and a member of the firm's Policy Group. 
He entered public accounting in Portland, Oregon, in 
1935 and when his firm merged with TRB&S in 1956, he 
became partner in charge of the Portland office. 
A native of Idaho, Mr. Stratford attended the Southern 
Branch of the University of Idaho and was graduated 
from Utah State University in 1928. Mr. Stratford is a 
member of and an active worker in the Church of Jesus 
Christ of Latter-day Saints, and after his graduation from 
the University he served three years as a missionary in 
Germany and Switzerland. Later, when he was partner in 
charge in Portland, the firm granted him a leave of ab-
sence so that he could give voluntary service as president 
of the Northern States Mission of the Church. He served 
in this capacity for three years before returning to partner-
ship activity. 
Mr. Stratford is a member of the Oregon State Society 
of CPAs and the American Institute of CPAs. 
"Though your balance sheet's a model of what balance 
sheets should be; 
Typed and ruled with great precision in a type that all 
can see; 
Though the grouping of the assets is commendable 
and clear; 
And the details which are given more than usually appear; 
Though investments have been valued at the sale price 
of the day; 
And the auditor's certificate shows everything O.K.; 
One asset is omitted — and its worth I want to know: 
That asset is the value of the men who run the show." 
The Accountants Magazine (Scotland) 
September, 1960 
Peter F. Drucker, a nationally known consultant and 
author, said: "The ability of an institution to produce 
leaders is M O R E I M P O R T A N T THAN ITS ABILITY 
T O PRODUCE efficiently and cheaply." He places the 
development of men above that of products or services. 
This is obviously true of the accounting profession 
today. The success of the individual executive is depen-
dent not only upon his own services but also upon the 
men he trains. Our economy is becoming so complex that 
his contribution cannot be significant without the develop-
ment of the future "men who run the show." 
In contrast to this point of view, forty years ago the 
14 T H E QUARTERLY 
chairman of the annual meeting of the American Insti-
tute of CPA's, after hearing a speech by a fellow account-
ant on budgeting and forecasting, remarked: "This was a 
fine presentation of the subject, but I want the member-
ship of the Institute to know that we are accountants and 
auditors and not forecasters and prophets." 
Thus, as a profession we have come a long way in the 
past half century, particularly in the last 15 years, in 
opening our eyes to our responsibilities and opportunities. 
And we have only begun. The scope of the services of the 
individual accountant must change to keep pace with the 
increased complexity of our economy. To do this we must 
be trained not only as accountants and auditors but must 
have a broad understanding of the principles of manage-
ment including the new techniques, skills and vocabulary. 
The demand for qualified executives is increasing daily 
and will continue to increase even though automation is 
taking over some lower level decision making functions. 
Nation's Business, the publication of the U.S. Chamber 
of Commerce, stated in 1962 that the U.S. will need 50 
percent more executives by 1970. 
The late Eric Johnston, president of Motion Picture 
Producers Association of America, prophesied that we will 
need within the next decade one million managers in 
addition to those we already have. 
To illustrate further the tremendous demand for man-
agement-trained people, it is interesting to note that 30 
years ago in the U.S. there were very few schools of busi-
ness. Today there are more graduates and majors in 
business than in all the physical and biological sciences 
and mathematics put together. In fact, more students are 
receiving degrees in business than in any other single field 
except education. 
What does this mean to us? If we are to stay abreast 
with the times and perform the services in society that we 
should and can perform, we must train ourselves and our 
staffs in this field called "management." This will enable 
those of us who are auditors to better understand the 
problems of our client and assist him in his decision mak-
ing. And it will place before those who are in line man-
agement positions the challenge to establish goals and to 
organize and administer effective management develop-
ment programs to meet the challenge set by Mr. Drucker. 
In the building of these programs there are three areas 
that need our immediate attention: 
1. Management promotion. 
2. Recognizing the management potential within your 
firm. 
3. Appraisal of performance. 
MANAGEMENT P R O M O T I O N 
The managing partner of every major accounting firm 
from now on to 1980 is, or should be, on the payroll today. 
What kind of training is he getting? Has he been tagged 
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for rotation and special experiences? What evaluations are 
his supervisors making of him and he of his subordinates? 
Will your firm select the right person? 
In considering these questions, we are concerned with 
the development of various people. There is, for example, 
only one president of Aluminium, Ltd. with a varying 
number of vice-presidents. Many vice-presidents and 
managers must be trained to develop one president of a 
major corporation. The management development proc-
ess begins at the youngest levels of experience where most 
of those on top today began their work. The president of 
American Tel. & Tel. started as a clefk. The young man 
with an MBA might skip one or two levels, but even in his 
case the endless process of management development is 
going on to train, to supervise and to evaluate. 
Planning for promotion in a public accounting firm is 
an active program. Turnover is rapid when compared 
with industry. We are training for our own staff, and 
industry is always reaching into our ranks to entice our 
men away. 
The first step in planning is to determine the number 
of positions which are available, or will be available, over 
a specified period of time at each level of responsibility. 
This might be termed the "demand aspect" of planning 
for promotion. 
The supply must then be estimated in terms of the per-
sonnel already on the staff and the extent to which they 
may be developed. Industry can hire from the outside at 
executive levels, but in professional accounting the sup-
ply comes from within. Supply must be related to demand. 
In recent years the demand for staff has exceeded the sup-
ply, and there is no reason to believe the situation will 
change unless we do a better job of development. 
Planning for promotion is part of the overall five and 
ten year plans that corporations are now developing. One 
company developed an organizational analysis chart to 
reflect its executive planning. On this chart each square 
represents one executive or supervisory position. I t in-
cludes the man's name, his title, and gives index numbers 
as to his status in the development program. Here in quick 
order the president can find the rating of the man in his 
present job, an appraisal of his ability to advance within 
the company, his retirement year, and the availability of 
men under him to fill his position. Such a chart points out 
organizational weaknesses and can pinpoint goals to be 
attained in management development. 
Sperry Rand Corporation has an interesting program of 
selection of personnel for promotion. Once a position is 
open a three step selection process is implemented: 
1. From an automated personnel register selection is 
made of individuals with certain traits who could meet 
the requirements for the open position. 
2. The personnel development staff examines the per-
sonnel files of the individuals under consideration. 
3. Personal interviews are arranged between the super-
visor of the open position and each candidate who has 
successfully passed the first two steps. 
This type of selection process opens broad avenues for 
the advancement of the most competent individual. 
Other sources of talent are available from recruitment 
outside the company. However, organizations with effec-
tive management development programs have less need to 
rely on outside recruitment. 
R E C O G N I Z I N G T H E MANAGEMENT 
P O T E N T I A L W I T H I N YOUR F I R M 
This second area that needs our attention is the work-
ing out of a planned program to recognize and develop 
management potential. There appear to be two basic ap-
proaches or assumptions to the subject of recognizing and 
developing people to become managers. The first is the 
"situationist approach." 
This approach assumes that managers arise from situ-
ations only and that training is effective as the result of 
creating a situation where managers may emerge. This is 
similar to the "sink or swim" method of teaching a child 
to swim. In war times during combat, battlefield promo-
tions occur when some individual in a moment of extreme 
danger exhibits his ability to be a leader. This approach 
has merit, although it also has shortcomings, since none of 
us are leaders in every situation in life. John may be the 
manager in his office, but when he crosses the threshold 
of his home, Jane, his wife, takes over. 
Five university students have one of their group, Joe, 
as their leader on the basketball court. But Phil directs 
their affairs in the biology laboratory and Fred is manager 
when they go skiing together. The situation often deter-
mines the leader. 
An example of the situationist approach is RCA's pro-
gram, which was written up in Business Week (Sept. 23, 
1961) under the title "Putting Executives in the Goldfish 
Bowl." Here RCA training leaders observe, by use of 
closed circuit television, the trainee's reaction to different 
work experiences such as discussions with subordinates, 
conferences and answering the telephone. 
The second approach to recognizing potential managers 
is known as the "trait theory." Here we assume that a suc-
cessful manager will have certain traits not found in an 
unsuccessful manager. Therefore, the members of the staff 
must be observed and those who have these traits selected. 
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Provision is made to train these people by providing coach-
ing and experiences to activate their managerial talents. 
The Standard Oil Company of New Jersey conducted 
a successful "trait" management research project (Man-
agement Record, May 19, 1962, p. 33) beginning in 1955 
in which they tested 443 managers, starting with the chair-
man of the board, the president, and including managers 
down to the second level of supervision. The purpose of 
this study was to determine the traits these individuals pos-
sessed which could be relied upon as predictive factors to 
successful management. If, in the selection process, em-
ployees with these traits could be identified early in their 
company experience, development could be focused on 
such candidates. Many tests were applied including: a 
standard evaluation test on intellectual ability and reason-
ing, a personality test, a test of management judgment and 
self-performance evaluation tests. 
The study concluded that the following assumptions were 
sound: 
1. There are differences in personal characteristics of 
more successful and less successful managers. 
2. These differences can be measured. 
3. A candidate has more chance of being successful if 
his characteristics are more like those of the successful 
managers. 
4. These characteristics can be measured early in his 
career. 
For example, a specific conclusion of the results indicated 
that the candidate whose weighted test score was in the 
highest twenty percent had seventy-six chances in one hun-
dred of being in the top third of successful managers. If 
his score was in the bottom twenty percent, he had only 
four chances in a hundred of being in the top third. By 
using these selection techniques and considering only the 
top scores, the company would be able to identify the suc-
cessful managers of the future seven times out of ten. 
APPRAISAL OF PERFORMANCE 
The theme of the third area in the recognition of and 
development of managers is that all development is self-
development. Theodore Roosevelt attributed his success 
to the fact that early in his life he realized the validity of 
this statement. Seminars, executive training courses, staff 
meetings and other self-development opportunities are 
effective only if the individual applies the knowledge, tech-
niques and skills to which he has been exposed. 
Other factors contributing to a successful program of 
executive development and appraisal include recognition 
that: 
a. A favorable climate must be created within the com-
pany. 
b. Management must realize that responsibility for the 
implementation of this program is a line and not a staff 
responsibility. 
c. The influence and attitude of the boss is crucial. 
d. Development requires action, and some say as much 
as ninety percent development is acquired on the job. 
e. Development is a never ending process. 
Now let us consider the specific methods of appraisal of 
performance. 
1. In evaluating a manager or supervisor it should be 
noted that a self-evaluation program has substantial bene-
fits. Subjective self-rating is most effective in helping 
an individual to recognize his strengths and weaknesses. 
Should a superior indicate to a subordinate his weaknesses 
and deficiencies, the individual might not accept the criti-
cism, whereas in a self-appraisal such items might often 
be recognized. An interview with his superior after a 
self-appraisal would have the effect of motivating the in-
dividual to overcome recognized weaknesses. Such self-
appraisal forms could include questions such as these: 
a. What are the long range objectives of your depart-
ment? 
b. Which objectives defined during the previous six 
months were achieved? 
c. When and how have you communicated to your sub-
ordinate managers and employees the goals you have set 
for your department? 
d. What specific effort has been made to establish ap-
propriate standards to measure results in your depart-
ment? 
e. What specific responsibilities and authority have you 
delegated to your subordinate managers during the past 
six months? 
f. What kind of communications are you using with 
your subordinate managers and employees? With your 
supervisor? 
g. What employee suggestions relative to productivity, 
services or morale were received during the past six 
months? Which of these were adopted? 
h. What specific personal goals do you intend to achieve 
during the next six months? 
i. What are you doing in the area of selection and 
training for replacement for yourself? 
2. In addition to self-evaluation, a rating by the ratee's 
supervisor should be made and discussed in any appraisal 
interview. It should be remembered, however, that the 
superior often is not an entirely reliable source of informa-
tion as to the performance of a subordinate. Prejudice and 
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preferences are too often a result of a superior's appraisal. 
3. A third source of evaluation is an appraisal by a per-
son on the same level as the ratee or by a team of his 
associates. Such ratings often are more objective because 
the individual being appraised is judged in a different 
light from that in which he is considered by his supervisor. 
4. Appraisal by subordinates has value in the develop-
ment program. The ability to lead and to effectively com-
municate with subordinates is an attribute of all effective 
managers. This was recognized as an ancient truth by 
Mencius, the Chinese philosopher, who wrote that for a 
more accurate appraisal of a leader one should also seek 
the opinion of his subordinates. 
Appraisal approaches in use today include: 
1. The "quick and dirty" approach: This is one of the 
most common methods, with the supervisor giving impres-
sions based on observations made over a period of time. 
As indicated, it is not systematic nor does it involve the 
objective collection of evidence. It leaves much to be de-
sired. 
2. Ranking: This method merely ranks the individuals 
from highest to lowest in overall performance. This is a 
simple procedure and is often quite effective. It enables 
the supervisor to sharpen his own analysis of those under 
his direction. 
3. Number rating scale: This device is used to record 
an individual's performance. It is divided into different 
performance factors and personal trait factors. I have 
often seen performance evaluation of accounting staff 
people based on a modification of this system which uses 
instead of numbers a graded evaluation from superior to 
poor. 
4. Word rating: This method provides an elaborate 
description of the meaning of each position, and the super-
visor selects the statement that is most appropriate for the 
individual being rated. 
5. Forced choice method: Instead of asking the super-
visor to rate the individual on general traits or perform-
ance, the form gives a number of descriptive items and 
asks him to choose which is the most or least characteristic 
of the individual. 
6. Critical incident method: The supervisor is asked to 
keep a written record of examples of particularly good or 
particularly bad employee performance. Two principles 
are involved. Crucial areas of performance are more im-
portant than the usual routine matters, and supervisory 
judgments are based on specific, concrete incidents. This 
may be one of the most practical methods in rating per-
formance for an accounting staff, as the specific examples 
of work well done or of average or inferior work give a 
basis for appraisal and setting objectives. 
7. Common objective method: This method accom-
plishes all of the objectives of a rating method, namely: 
a. A clear and specific purpose. 
b. Careful use of words. 
c. Concentration more on performance than on traits. 
d. Alertness for personal bias. 
e. Comparative rather than absolute judgments. 
This method can be used as an underlying base for the 
confidential appraisal and other rating methods. It in-
volves the following concept: 
^ An interview is held with a staff man or employee 
before the start of the appraisal period to set perform-
ance objectives. The individual's responsibilities and his 
specific performance objectives are discussed. On the 
basis of this discussion the objectives are set. These 
should be explicit and in writing. 
"^ As part of the interview the supervisor and subordi-
nate should mutually discuss ways and means of meet-
ing the objectives. The subordinate is helped to think 
objectively about reaching his goals. Unproductive 
methods can be eliminated. The subordinate is made 
to feel that his supervisor has a sincere desire to help 
him succeed. 
"^ r The supervisor and subordinate should determine 
the evidence to be used in appraising the accomplish-
ment of the goals set. This starts the individual to think-
ing in terms of specific evidence which will be needed 
for a proper evaluation. 
-k At an agreed time interval the two should sit down 
and discuss the subordinate's performance. This discus-
sion will review the goals set and compare these with 
the performance achieved. 
At this last step the supervisor and subordinate will usu-
ally start again on items "a" through "c" for the period 
ahead. 
The common objective method, while not widely used, 
can be the most effective in the training of management 
people. It includes the feature of the consultative method 
and makes definite an individual's goals as related to his 
performance. 
Management selection, evaluation and promotion are 
essential today in large and small businesses, both for in-
dustry and for our profession. There is much room for 
better planning, more adequate selection and more effec-
tive appraisal of performance. No organization today is 
achieving near maximum potential of its management 
talent. The organizations that do the best planning will 
have the best men, and as stressed by Drucker, men are 
more important than products or services. 
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Mergers Bring Us 
New Partners 
In San Diego In Newark 
Benjamin Bernstein (r) joins us as 
partner in our newly opened Cincin-
nati office, the result of our recent 
merger with Bernstein & Bernstein. 
Clayton Ostlund (1) moved from our 
Minneapolis office to become partner 
in charge. Mr. Bernstein is a noted 
speaker and author on accounting 
subjects in the midwest, and is also 
active in community activities. He is 
a member of the American Institute 
and the Ohio and Kentucky Societies 
of CPAs. This year he is serving as a 
member of the American Institute's 
Committee on Relations with Bank-
ers and other Credit Executives, a 
member of the Speakers Bureau of 
the Kentucky Society, chairman of 
the Committee on Natural Business 
Year of the Ohio Society, and in the 
Cincinnati Chapter is a member of 
the Accounting Principles Commit-
tee, and the Committee on Coopera-
tion wi th B a n k e r s and C r e d i t 
Grantors. 
As a result of our recent merger 
with John J. Malkind and Company, 
John Malkind joins us as partner in 
charge of the San Diego office. Mr. 
Malkind organized his own firm in 
1953 after his graduation from the 
University of Chicago with a MBA 
degree. He is active in community 
affairs in San Diego, where he is 
director of the United Jewish Fed-
eration, director and treasurer of 
Delcerro Community Association, 
past president of the Estate Planning 
Council in Southern California, and 
serves on the Advisory Board of the 
Salvation Army. Mr. Malkind is a 
member of the American Institute, 
the California Society of CPAs, and 
NAA. He has served on the Manage-
ment Services Committee, the Taxa-
tion Committee, and as chairman— 
the Governmental Accounting Insur-
ance Committee of the State Society. 
He is presently serving on the Profes-
sional Conduct Committee. 
Charles E. Bloom and Melville M. 
Tuber joined us as the result of our 
m e r g e r wi th Bronson , T u b e r & 
Bloom, a firm which was organized 
in 1925. Mr. Bloom, a graduate of 
Yale University and Rutgers Univer-
sity (1948) is a member of the Amer-
ican Institute and the New York and 
New Jersey Societies of CPAs, as well 
as the NAA. He is active in the Yale 
Alumni Association, Rutgers Alumni 
Association and a member of the 
Mountain Ridge Country Club. 
Mr. Tuber graduated from the 
Bentley College of Accounting and 
Finance in Boston, Massachusetts in 
1926, and is a member of the Amer-
ican Institute, the New Jersey and 
New York Societies of CPAs, and the 
Braidburn Country Club. 




in the United States 
ThelKI 
The Institute for Industrial Reconstruction 
(commonly referred to as IRI) is the hold-
ing company and management agency for 
the bulk of the Italian government's di-
verse interests in industry and banking. It 
is made up of over 100 companies which employ some 290,000 people and 
sell close to $3 billion worth of goods and services. 
Member companies of Europe's fourth largest industrial 
organization, the Instituto per la Ricostruzione Indus-
t r i a l , were well represented this fall when the TRB&S 
International Coordinating Office conducted an advanced 
management field trip here in the United States. Nineteen 
Italian managers participated in the program, visiting 29 
companies in seven major cities in a three week span. 
Their aim was to gain insight into advanced management 
techniques as practiced by leading manufacturers in our 
country, covering everything from marketing and produc-
tion to research, development and advanced business 
systems. They attended presentations by companies such 
as Worthington, IBM, GE, Socony Mobil, W. R. Grace, 
U.S. Steel, Alcoa, Bay State Abrasives, Sylvania and the 
National Bank of Detroit, and also heard talks from 
Professor Melvin Anshen of Columbia, Professor William 
Cooper of Carnegie, Professor Charles Christianson of 
Harvard and Richard Sprague, TRB&S Partner and 
Director of the Advanced Business Systems Department. 
The managers were untiring in their pursuit of knowl-
edge about our country. They not only found time for 
morning briefings and nightly critiques, but also insisted 
on getting as thorough an impression of the United States 
as was possible in a three-week period. They managed two 
5:00 a.m. reveilles one weekend so that they could see 
Niagara Falls, and took organized tours of both Chicago 
and the World's Fair. At least one relaxed evening was 
enjoyed by all, however, thanks to the hospitality of John 
W. McEachren. Mr. McEachren, Advisory Partner and 
former Managing Partner, hosted the group for cocktails 
and dinner at the Country Club of Detroit in Grosse 
Pointe. 
The trip was organized by Lou D'Amore, TRB&S con-
sultant from the International Coordinating Office Lou's 
knowledge of Italian made possible on-the-spot exchange 
of ideas and concepts and helped in question and answer 
sessions. Visits in Chicago, Detroit, Pittsburgh and Boston 
were arranged by Justin Davidson and Anton Petran, Joe 
Bianco, Professor Cooper and Professor Christianson, re-
spectively. 
Present for the critique in New York on the final day 
of the program were Dr. Gaetano Cortesi, Central Di-
rector of I.R.I, and Roger Crane, TRB&S Coordinator 
for International Management Services. Dr. Cor-
tesi and Mr. Crane conceived the ideas for the field trip 
this summer when Mr. Crane was in Italy. 
Dr. Cesare Rainero, vice president of finance and controls for Alfa Romeo, 
Professor Melvin Anshen, Professor of Marketing at Columbia University 
and Louis J. D'Amore, review the three-week program prior to Professor 
Anshen's discussion on "Marketing In The United States." 
"Management must become profit-oriented 
instead of volume-oriented," Mr. Edward 
J. Green, vice-president Planning and 
Marketing, Westinghouse Air Brake Company. 
Firebird II passes inspection at General 
Motors Research Center in Warren, Michigan. 
The entire group poses for a picture with the vast industrial complex of Ford's 
Rouge plant in the background. A presentation on "Productions Control" and 
a tour of Ford's completely integrated facilities were the order of the day. 
Carlo Cioni learns about Guided 
Missile Destroyers at The Defoe 
Shipbuilding Company in Bay 
City, Michigan. 




The Revenue Act of 1964 provided important new 
rules for the taxation of the income of related corpora-
tions. These provisions resulted from the Treasury De-
partment's desire to tax related corporations as though 
they were one economic unit. As a result of the corporate 
rate reduction, involving a change in the surtax rate from 
22% to 30%, the maximum automatic tax saving for 
each separate surtax exemption would have increased 
from $5,500 to $7,000 for 1964 and to $6,500 for 1965. 
The changes made by Congress with respect to related 
corporations prevented this increase in the potential tax 
benefit from being available to multiple corporations and 
tightened the provisions generally. 
The principal changes relating to multiple corporations 
made by the Revenue Act of 1964 may be summarized as 
follows: 
1. The 2% penalty for filing consolidated returns was 
eliminated. 
2. Members of an affiliated group (parent and sub-
sidiaries) not filing consolidated returns may receive 
intercorporate dividends tax free under certain cir-
cumstances. 
3. Members of a controlled group of corporations are 
limited to one surtax exemption unless they elect to 
utilize multiple surtax exemptions and pay a penalty 
tax. 
4. Section 1551, which disallows the surtax exemption 
where one corporation has transferred property to a 
controlled corporation, was broadened and tight-
ened up. 
by Wallace M. Jensen 
Limitations on Multiple Corporations Under Prior Law: 
Prior to 1964 the statutory provisions available to the 
Government as a weapon against the use of multiple cor-
porate surtax exemptions may be summarized as follows: 
1. Since 1943, Section 269 has covered the acquisition 
of direct or indirect control of a corporation where 
the principal purpose is avoidance of tax by securing 
the benefit of a multiple exemption. Although it did 
not seem to be clearly intended when the statute was 
enacted, the Treasury has been supported in apply-
ing Section 269 to the division of a corporation into 
two or more corporations for the purpose of obtain-
ing additional surtax exemptions.1 
2. Since 1951, Section 1551 has specifically denied the 
surtax exemption to the transferee corporation if 
property, other than money, was transferred by a 
corporation to a controlled corporation unless the 
securing of the exemption was not a major purpose 
of the transfer. 
3. Section 482 gives the Commissioner power to allo-
cate deductions, credits, or allowances between 
affiliated corporations and has been used by the In-
ternal Revenue Service to reallocate income be-
tween controlled corporations. 
In applying these sections, there has been considerable 
difficulty in distinguishing between bona fide business pur-
pose and tax avoidance motive and, as a result, there has 
been much controversy and litigation in this area. 
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Changes Proposed in President's 1963 Tax Message: 
In his 1963 tax message to Congress, the President pro-
posed to eliminate the advantage of multiple surtax 
exemptions available to large enterprises operating through 
a chain of separately incorporated units. In further ex-
plaining the recommendation, the Secretary of the Treas-
ury pointed out that the surtax exemption was intended 
as an incentive for small business, but it had been con-
verted into a large bonus for middle and big business. 
He contended that the mere fact that there were valid 
business reasons for many of the multiple corporate struc-
tures did not justify treating each corporate unit in the 
group as if it were an independently controlled small 
business. He also pointed out that in some situations the 
statute even provided an incentive for uneconomic cor-
porate arrangements and deliberate abuse through pro-
liferation of corporate units. 
Accordingly, the President recommended that provi-
sions be adopted to limit related corporations subject to 
80% common ownership and control to a single surtax 
exemption. Related corporations would include not only 
80% owned corporations which are subsidiaries of the 
same corporate parent (parent-subsidiary corporations) 
but also brother-sister corporations which were 80% 
owned by the same five or fewer individuals. Also included 
would be corporations which were commonly controlled 
subsidiaries, namely, 80% owned by five or fewer cor-
porations. The President proposed that denial of the mul-
tiple surtax exemption benefits should be made effective 
gradually over a five-year transition period in order to 
Wallace M. Jensen is noted for his talks and articles on 
tax problems, as well as for his activities in professional 
organizations. He is a member and former president of 
the Michigan Association of CPAs. He is also a former 
vice-president and member of the Council of the Ameri-
can Institute of CPAs, and has served in several capacities 
on the Committee on Federal Taxation, including that of 
general chairman. He has been a member of the Advisory 
Committee to the Commissioner of Internal Revenue, 
and is also associate editor of the Tax Client Column for 
the Journal of Accountancy. 
Mr. Jensen is a graduate of the University of Wisconsin. 
He was a partner at the time of the merger in 1947, and 
is now in our Detroit office. 
prevent any abrupt financial impact on multiple corpo-
rate groups. 
Congress accepted only part of the President's pro-
gram, apparently recognizing the legitimate business rea-
sons for multiple corporations. As finally enacted, the 
multiple corporation provisions are a complicated struc-
ture that provide some flexibility to corporate groups. 
Amendments to Section 1551: 
Under prior law, Section 1551 provided that if a cor-
poration transferred property (other than money) to 
another corporation created to acquire the property or if 
the transferee corporation was not actively engaged in 
business at the time of the transfer, and if there was 
common control of the two corporations, the transferee 
corporation was not allowed a surtax exemption unless it 
established by the clear preponderance of the evidence 
that the securing of the exemption was not a major pur-
pose of the transfer. The Revenue Act of 1964 made two 
important changes in this provision.2 
In the first place the existing law applied only to direct 
transfers of property other than money. Under the 1964 
amendment, Section 1551 would also apply to indirect 
transfers of property. For example, if Corporation X or-
ganizes Corporation Y as a wholly-owned subsidiary and 
transfers cash to Corporation Y, and if Corporation Y 
then uses such cash to purchase machinery from Corpora-
tion X, then Corporation X would be considered to have 
made an indirect transfer of property to Corporation Y. 
The second change extends the application of Section 
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1551 to transfers of property (other than money) by an 
individual to a corporation which he and not more than 
four other individuals control. For the purpose of deter-
mining whether the transferor is considered to be in con-
trol of the transferee corporation, the individual who 
makes the transfer, together with no more than four other 
individuals, must own at least 80% of the value or voting 
power of the stock in two or more corporations, one of 
which is the transferee corporation; and the same indi-
viduals must own more than 50% in each corporation by 
taking into account identical stockholdings in the cor-
porations. Constructive ownership rules of the new Sec-
tion 1563(e) apply. The Statute does not define the 
meaning of identical holdings, but the legislative history 
indicates that it covers the aggregate of the lowest per-
centage of ownership in each of the several corporations. 
For instance, if Corporation X is owned 55% by A and 
45% by B and if Corporation Y is owned 45% by A and 
55% by B, they are both more than 80% owned by five or 
fewer individuals. The identical holdings are considered 
to be 4 5 % by A and 4 5 % by B, or a total of 90%. 
General Rule Limiting Multiple Surtax Exemptions: 
The Revenue Act of 1964 added a new Section 1561 to 
the Code which provides a general rule limiting a con-
trolled group to one surtax exemption. This is an auto-
matic denial of multiple surtax exemptions, irrespective 
of whether there is any acquisition of control under Sec-
tion 269 or transfer of property under Section 1551. 
The limitation applies to each member of a controlled 
group on any December 31. A single $25,000 surtax 
exemption is to be allocated equally to each corporation 
in the group unless all of the corporations which are mem-
bers of the group consent to a different apportionment 
under regulations to be issued. Under temporary regula-
tions3 the apportionment plan for a group determined as 
of December 31, 1963, must provide for a fixed dollar 
apportionment to the corporations and must be consented 
to by all of them except wholly-owned subsidiaries. The 
consent statement may incorporate the consents of several 
corporations and must be filed with the timely return of 
that corporation, which return is the last to be due, or by 
June 30, 1964, if that date is later. An apportionment 
plan adopted pursuant to the temporary regulations can-
not be amended or revoked after such last day, unless an 
election of multiple surtax exemptions with respect to 
December 31, 1963, is made under Section 1562(a) (1) . 
Such an apportionment plan shall be valid only for the 
taxable year of each member of the group which year 
includes December 31, 1963. If an apportionment plan 
is desired with respect to any succeeding December 31, 
new consents will be required. 
Although the new Section 1561 is applicable to tax-
able years ending after December 31, 1963, transitional 
rules contained in temporary regulations4 clarify the 
problem of a controlled group of corporations, one or 
more of which have fiscal years ending in 1964. For this 
purpose, corporations having a taxable year ended on 
December 31, 1963, are excluded from the group. 
For example, assume a controlled group consists of 
Corporation A, on a calendar year, and Corporation B, 
on a fiscal year ended March 31, and that the group was 
the same on both December 31, 1963, and December 31, 
1964. B's exemption for its fiscal year ended March 31, 
1964, is the full $25,000 since A is disregarded for 1963. 
A's exemption for the calendar year 1964 is $12,500 and 
B's exemption for its fiscal year ending March 31, 1965, 
is also $12,500, unless they both consent to a different 
apportionment. 
Special rules are also provided for a corporation which 
has a short taxable year which does not include a Decem-
ber 31, but which is a member of a controlled group on 
the last day of its short taxable year. In such case its 
exemption is $25,000 divided by the number of corpora-
tions in the group. No allocation by consent is permitted 
in this case. 
Accordingly, the basic rule is that all of the corpora-
tions in a controlled group are limited to only a portion 
of a single surtax exemption, unless they elect multiple 
surtax exemptions and pay a penalty tax. 
Privilege of Electing Multiple Surtax Exemptions: 
Section 1562, added by the Revenue Act of 1964, pro-
vides an alternative choice for multiple corporations. In 
lieu of the general rule limiting a controlled group of 
corporations to one surtax exemption, each corporation 
in the group may elect to use its full exemption. If the 
election is made, each corporation is subject to an auto-
matic additional tax of 6% on the first $25,000 of tax-
able income of each corporation in the group. Thus, 
the maximum tax saving per corporation is reduced from 
$7,000 to $5,500 for 1964 and from $6,500 to $5,000 for 
1965 and subsequent years. In addition, corporations that 
elect separate surtax exemptions are not entitled to the 
100% intercorporate dividends received deduction dis-
cussed later in this paper. 
The election to use multiple surtax exemptions is to be 
made under regulations. A consent must be filed by all 
corporations which were members of the group on the 
specified December 31, as well as by all other corpora-
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tions which became members of the group after the 
applicable December 31 and prior to the filing of the 
election. 
The election may be made at any time within three 
years after the original due date of the return for the 
member whose taxable year first ends on and after the 
specified December 31. Once it is filed, the election re-
mains effective for the group and any "successor group" 
(as determined by the Commissioner) for each succeed-
ing taxable year until terminated. 
Termination of the election may occur by the filing of 
a consent to termination by all of the corporations cov-
ered by the election, by the filing by a new member of 
the group of a refusal to consent to the election, by the 
filing of a consolidated return by any member, or by the 
group's ceasing to exist. Consent to termination may be 
filed at any time within three years of the specified 
December 31 with respect to which it is effective. 
It should be noted that, once the election of multiple 
surtax exemptions has been made, the election continues 
in effect until terminated. Even if a new member joins 
the group, the election is effective unless the new member 
takes the positive action of filing a refusal to consent. 
This is the reverse of Subchapter S where the prompt 
timely filing of a consent by a new stockholder is required. 
The three-year period within which the original elec-
tion may be made presents an opportunity for a con-
trolled group to wait until it is certain that the election 
would produce savings in tax before making the election. 
If the election of multiple surtax exemptions under 1562 
is deferred, the members of the group should consider 
making the election under Section 1561, apportioning 
the single surtax exemption as a protection in the event 
that the election under Section 1562 is not made. The 
three-year period for filing a termination also presents 
the group with the possible advantage of hindsight. It is 
not clear, however, whether the filing of a termination is 
limited to a taxable year subsequent to the year of orig-
inal election or whether it could, in effect, revoke the 
original election for the first taxable year to which that 
election applied. 
If the election of multiple surtax exemptions is termi-
nated, a new election may not be made by the group or 
its successor for five years. The statute of limitations for 
assessment and for refund of tax, to the extent attribu-
table to an election or termination under Section 1562, is 
automatically extended until one year after the consent 
to election or termination is filed. 
Elimination of 2% Additional Surtax on 
Consolidated Returns: 
In view of the statutory provisions designed to limit 
multiple surtax exemptions and in order to promote the 
filing of consolidated returns by affiliated groups, the 
Revenue Act of 1964 amended Section 1503(a) to elim-
inate the 2% additional surtax on the consolidated net 
income of affiliated corporation groups filing consoli-
dated returns. This change is effective for taxable years 
beginning after December 31, 1963. 
Election of 100% Dividends Received Deduction 
For Affiliated Groups: 
The Revenue Act of 1964 added a new provision5 
under which a parent-subsidiary affiliated group may 
elect a 100% dividends received deduction with respect 
to any dividends paid out of earnings and profits for a 
taxable year ending after December 31, 1963, by a cor-
poration which was a member of the affiliated group. For 
this purpose the term "affiliated group" has the same 
meaning as for consolidated return requirements except 
that a domestic insurance company may be included. The 
essential requirement is ownership of at least 80% of 
voting power and of value. 
Dividends will qualify for the 100% deduction only if 
both the recipient corporation and the distributing cor-
poration are members of the same affiliated group for 
each day of the distributing corporation's taxable year 
from which the earnings and profits are distributed and 
also at the close of the day in which the dividend is 
received. Furthermore, qualifying dividends are limited 
to those which are distributed from earnings and profits 
of a taxable year ending after December 31, 1963, and 
for which an election of multiple surtax exemptions 
(under Section 1562) is not effective. In addition, the 
affiliated group must have made an election which is 
effective for the taxable years of the members of the 
group which include the day the dividend is received. 
The election of the 100% dividends received deduction 
shall be made for the affiliated group by the common 
parent corporation and consented to by all members of 
the group at such time and in such manner as prescribed 
by regulations. Under preliminary regulations6 the elec-
tion statement is to be filed with the parent's return or 
by June 10, 1964, if that is later. A wholly-owned sub-
sidiary is automatically deemed to consent to the elec-
tion, but such subsidiary must include a statement of this 
fact in its first return filed under the election. A consent 
statement for each other subsidiary must be filed with 
the parent's election, although multiple consents may be 
incorporated in a single statement. 
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As a condition for the election of the 100% dividends 
received deduction, no member of the group may elect 
to claim mutiple surtax exemptions for the same taxable 
year. In addition, all corporations in the group must 
either deduct foreign taxes or take credit for them and, 
if credit is taken, all must use either the "per country" 
limitation or the "overall" limitation. In addition, mem-
bers of the affiliated group are to be treated as one c 3r-
poration for the purpose of the $100,000,000 minimum 
accumulated earnings credit, the $100,000 exemption for 
estimated tax filing requirements, the $100,000 and 
$400,000 limitations for exploration expense, and the 
$25,000 limitation on small business deduction of life 
insurance companies. The right to elect the 100% divi-
dends received deduction is effective with respect to divi-
dends received in taxable years ending after December 
31, 1963. 
Termination of the election occurs when the parent 
files a termination of election and is effective for the 
specified taxable year of the parent corporation and for 
the taxable years of the other corporations in the group 
which include the last day of the parent's taxable year. 
All of the other corporations in the group must consent 
to the termination. Termination may also be effected if 
a new member of the group files a statement that it does 
not consent to the original election. The time and man-
ner of filing the termination of election are to be pre-
scribed by regulations. 
What Is a Controlled Group of Corporations?: 
The new statutory provisions contain definitions of the 
term "controlled group of corporations" for the purpose 
of Sections 1561 and 1562, both of which relate to mul-
tiple surtax exemptions. A controlled group may consist 
of either a parent-subsidiary group, a brother-sister 
group, or a combined group which may result when a 
common parent is also part of a brother-sister group. 
"Control" generally means 80% stock ownership with the 
application of some special rules and with limited con-
structive ownership. 
Inasmuch as the composition of the controlled group 
is determined every December 31, adjustment is to be 
made for corporations joining or leaving the group prior 
to that date. For instance, a corporation is excluded from 
the group even though it was actually a member on 
December 31 if it was a member for less than one half 
of the number of days within the taxable year which 
precede that December 31. Also, a corporation is included 
even if it is no longer in the group on December 31 if it 
was a member during the year for one half or more of 
the number of days within the taxable year which pre-
cede that December 31. Certain corporations are also 
excluded, such as corporations exempt from tax, foreign 
corporations not engaged in trade or business in the 
United States, and certain insurance companies. There is 
also a special exclusion for corporations operating under 
a franchise to distribute products of another member of 
the group where the parent is required to sell the stock 
of that corporation to employees of the distributor 
corporation. 
Control: 
For the purpose of determining control, the basic test 
is the ownership of at least 80% of the total combined 
voting power of all classes of stock entitled to vote or at 
least 80% of the total value of shares of all classes of 
stock. 
For the purpose of applying the 80% test, certain stock 
is excluded. Treasury stock and nonvoting stock which is 
limited and preferred as to dividends are to be disre-
garded. In a parent-subsidiary controlled group, if a par-
ent owns 50% or more of the subsidiary, the 80% control 
test may be met by not counting the stock owned by the 
following related persons: 
1. An individual who is a 5% stockholder of the 
parent. 
2. An officer of the parent corporation. 
3. An exempt employees' trust formed by either the 
parent or the subsidiary. 
4. An employee of the subsidiary if his stock is subject 
to substantial restrictions on disposition which run 
in favor of the parent or the subsidiary. 
In the case of a brother-sister corporation group, if the 
corporations are at least 50% owned by a controlling 
individual, trust, or estate, the equivalent of the special 
rules 3 and 4 above also apply. 
Special rules of constructive ownership also apply in 
determining control under the 80% test. For parent-
subsidiary groups, a corporation is considered to own 
stock subject to its purchase option. For brother-sister 
groups, stock subject to option is considered to be owned 
by the optionee. An individual is also considered to own 
his proportionate share of stock owned by a partnership, 
a corporation, and an estate or trust if he has a 5% or 
more interest therein. His 5% (or more) interest in the 
case of a partnership depends upon his interest in either 
profits or capital, whichever is greater. In the case of a 
corporation, it is the value of his proportion of ownership 
to the value of all the stock in the corporation. In the 
case of an estate or trust (except an exempt employees' 
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trust), stock is attributed to a beneficiary who has an 
actuarial interest of at least 5%, assuming maximum 
exercise of discretion by the fiduciary in favor of such 
beneficiary. In each case the attribution is only to the 
extent of his interest. 
In the case of an individual, stock owned by his minor 
child is attributed to the parent and the parent's stock is 
deemed to be owned by the minor child. Stock owned by 
a parent, grandparent, grandchild, or adult child is 
deemed to be owned by an individual only if the individ-
ual otherwise owns more than 50% of voting power or 
of the value of the stock. In other words, if a parent and 
his adult son each own 50% of the stock of two corpora-
tions it would not qualify as control. If, however, the 
parent owned 55% and the son owned 45%, it does 
qualify as control. 
An individual is also considered to own stock owned by 
his spouse unless he does not directly own any stock in 
the corporation and if he is not a director or employee 
of the corporation and does not participate in its man-
agement and if not over 50% of the corporation's income 
consists of royalties, dividends, rents, interest, and 
annuities. 
The attribution rules are extremely complex and dif-
fer in many respects from those in Section 318 of the 
Code. For instance, there is no back attribution from an 
individual to a partnership, corporation, estate, or trust. 
There is also a more limited rule of attribution to a spouse. 
Problems of Practical Application: 
It is likely that most controlled corporation groups will 
elect multiple surtax exemptions and pay the additional 
6% tax. Generally this will be advantageous in the case 
of brother-sister corporations having a combined taxable 
income of more than $31,818 in 1964 and $32,500 after 
1964. There are exceptions to this test. If one corporation 
has a loss or only a very small profit, the combined tax 
may be greater than if all corporations had a small profit. 
If the controlled group consists of two brother-sister 
corporations, A and B, and if Corporation A has elected 
to be taxed under Subchapter S, then neither Section 
1561 nor Section 1562 should apply to Corporation B. 
Likewise, if three or more controlled corporations elect 
multiple surtax exemptions and in a subsequent year one 
of such corporations elects Subchapter S, that should not 
terminate the multiple surtax exemption election as to 
the other corporations in the group. 
The 100% dividends received deduction election may 
be more attractive to some parent-subsidiary groups. 
While the elimination of the 2% penalty tax on consoli-
dated returns may cause many of such groups to file a 
consolidated return, there are still some good business 
reasons for not doing so, particularly where the corpora-
tions have different natural fiscal years and where it 
would be undesirable to use the same accounting method 
for all groups. The 100% dividends received deduction 
election will permit the passing through to the parent 
corporation of the earnings for taxable years ending after 
December 31, 1963. It would not permit passing through 
pre-1964 accumulated earnings. In such a case a consoli-
dated return may be more attractive. 
As previously noted, the definition of an affiliated 
group for the purpose of the 100% dividends received 
deduction is not the same as the definition of a controlled 
group of corporations for multiple surtax exemption pur-
poses. For example, the parent corporation may own 
80% of the voting power but not 80% of the value of 
the stock of the subsidiary, and thus it would not qualify 
under Section 243 but would qualify under Sections 1561 
and 1562. 
The purchaser of 80% control of a corporation is now 
faced with the necessity of ascertaining whether that cor-
poration was a member of a controlled group of corpora-
tions and, if so, what election was in effect, as it is possi-
ble that the corporation would not be entitled to any 
surtax exemption for the year of purchase. This is more 
important in the case of smaller corporations where the 
resulting effect on tax liability would be relatively large. 
Conclusion: 
The use of multiple corporations will still be advan-
tageous as there will be substantial savings after electing 
separate surtax exemptions and paying the 6% penalty 
tax. It will still be necessary to show that the creation 
of separate corporations was motivated by good business 
reasons. Otherwise, the Commissioner can use the weapon 
of disallowing the surtax exemption where avoidance of 
tax was the major purpose for the separate corporate 
entities. However, as a result of the changes made by the 
Revenue Act of 1964, the taxpayer may now contend 
that Congress intended the new rules of electing the 6% 
penalty tax to take precedence over the old general rules 
of complete disallowance. In any event, the tax practi-
tioner must be continually alert to the multiple corporate 
problem. 
1
 James Realty Co. v. U.S. 280 F(2d) 394 (8th Cir. 1960), 
Coastal Oil Storage Co. v. Comm. 242 F(2d) 396 (4th Cir. 
1957). 
- Section 235(b) of the Revenue Act of 1964, amending Sec-
tion 1551 of the Internal Revenue Code. 
; )Temp. Reg., Sec. 19.5-1 (b) , added by T.D. 6733 (May 13, 
1964). 




David Vander Broek, Detroit 
"Tax Accounting on Revolving 
Credit Sales" Stores Magazine 
2nd Prize 
$300 
Gerald Padwe, New York 
"Guideline Depreciation and 
Revenue Procedure 62-21" 
Quarterly, March 
W e are p leased to a n n o u n c e the winners in 




Robert Minnear, Atlanta 
"New Concepts in Retail Accounting" 
Quarterly, September 
John Schaie, Detroit 
"How to Conduct an Executive 
Search" Financial Executive, June 
Edward Weinstein, New York 
"Examining a Company in 
Bankruptcy" Quarterly, September 
The number of articles written by TRB&S personnel 
hit an all time high this year, reaching a total which more 
than doubles the figures for 1963. We were delighted at 
the variety of subject matter covered by our authors. . . 
in addition to the articles which appeared in professional 
publications, there were many which contained informa-
tion helpful to general management as well as to specific 
industries. 
Writing is an important part of professional develop-
ment, and we want to do everything we can to encourage 
our people in this activity. Our 1965 Competition for Pub-
lished Articles is open to all members of the TRB&S 
professional staff,* and we hope we will see many more 
new names on our authors' list this year. 
To qualify, an article must have been published in The 
Quarterly or appeared in an outside publication between 
September 1, 1964 and August 31, 1965. Prizes will be 
awarded on a basis of timeliness, style, technical knowl-
edge and public relations value. Deadline for the next 
judging is August 31st. The winners will be announced in 
the December Quarterly. 
Articles appearing in The Quarterly will automatically 
be included in the judging, but it will be the responsibility 
of the author to submit his article if it is published else-
where. Entries should be submitted as they are published 
throughout the year. 
*Except those in staff positions in the Executive office 
and those who are admitted to partnership at September 
1, 1965. 
David Vander Broek, first prize winner, is con-
gratulated by Paul E. Hamman, partner-in-charge 
of our Detroit office. 
Gerald Padive (I), and Edward Weinstein (r) 
receive checks from J. Shannon Gustafson, parner-
in-charge in New York. 
John Schaie. E. R. Dryden, partner-in-charge in Atlanta, 
presents third prize to Robert Minnear. 
John L. Moneta (left), president of the Pennsylvania 
Institute of CPAs, presents a gift to Robert M. Trueblood 
on behalf of the members of PICPA for his efforts in 
establishing the Annual Accounting Study Conference. 
Mr. Trueblood served as technical forum leader at this 
year's program. 
At the National Auditing 
Conference in East Lansing, 
Jackson Smart gave a talk 
on the history of the firm. 
Shown here with Mr. Smart 
are Donald H. Cramer, 
National Director—Per-
sonnel, and Harvey Greif 
of our New York office. 
Pedro Aspe, Director of ElPalacio de Hierro, 
Mexico City's leading department store, dis-
cusses implementation of the store's recently 
installed electronic computer system with 
William Power of the Executive office. Mr. 
Power and Harry Spaulding of Atlanta were 
in Mexico City to work with Antonio Galaz, 
partner in charge of our Mexico City office, 
and Mr. Aspe. 
When the Weirton (Michigan) Chapter of Junior Achievement, 
Inc. received its charter at a dinner meeting, Paul E. Hamman, 
(r) partner in charge in Detroit, was the featured speaker. Mr. 
Hamman serves on the board of directors and executive com-
mittee of both the National ]A organization and Junior Achieve-
ment of Southeastern Michigan, Inc. Shown with Mr. Hamman 
are (I to r) Wallace L. Fleming, Exec. Dir. of J A of South-
eastern Michigan, Inc.; Charles G. Tournay, Pres. Weirton Steel 
Co.; William H. C. Webster, pres. JA-Weirton and Henry E. 
Heffner, Reg. Rep. JA-Cleveland. 
H. James Gram, National Director—Practice Development, and Professor 
Edward Raney, from Wayne State University, spoke before the Group 4 Tax 
classes at New York University. They discussed case studies and Professor Raney 
gave a presentation on Motivation and Behavorial Cues. 
The firm was well represented on a special engagement for 
the Brass Rail at the World's Fair. Shown next to the 
Brass Rail Symbol are (left to right) Dan McCaigue, David 
Barish, Sal Costello, from the New York office; Donald 
Georgen, from Chicago, Tony Rapp, Larry Hertz, 
Seymour Finler, Gerry Levine, Barry Borodkin, and Joseph 
Basile, New York office. 
The Seattle office was represented at the 
Washington Savings and Loan League Con-
vention in Vancouver, B.C. in September by 
D. L. Alkire, R. M. Benjamin, G. C. Pinkerton 
and their wives. Pictured in front foreground, 
counterclockwise: Robert Benjamin, Nancy 
Benjamin; A. R. Jaeger of West Coast Savings 
& Loan, Centralia; Nancy Pinkerton, Guy 
Pinkerton; Mrs. Jaeger; C. A. Brandt of Olym-
pia Federal Savings & Loan, and Mrs. Brandt. 
_ _
 m 
The Banking Revolution 
s i f 1 
rj . is i 
r *s «i 
Robert G. Stevens 
In a time of rapid change, the banking industry is at 
the forefront in experiencing an acceleration of change 
that is affecting organization, scope of services, and meth-
ods of bank management. One of the most compelling 
factors leading to this revolution is a growing demand for 
the elimination and simplification of paper work neces-
sary to complete a business transaction. The adoption of 
M I C R (Magnetic Ink Character Recognition) by the 
banking industry represents a milestone in this trend 
toward more efficient ways of conducting business trans-
actions. 
This is only the beginning of the bank's role in this 
great movement. The banks must be involved in this 
movement simply because of their unique position in the 
community. On the one hand, banks handle the primary 
medium of communication between companies — the 
check. The volume of checks being processed is staggering 
— (about 1,250,000 items per day at one large New 
York bank) . In the long run this means of communica-
tion of financial transactions must be improved and 
new business conventions and laws must evolve in order 
to develop new methods of exchanging value acceptable 
to the business community. While this exchange function 
is vital in and of itself, it is also recognized that any other 
function which can be performed during the same han-
dling of this exchange, or during the creation of this 
information, provides a further opportunity for the 
elimination and simplification of paper work. 
The bank also has another unique relationship in that 
it often has access to and communication with both par-
ticipants in a business transaction. That is to say, for 
example, the banking industry is a servant both to you 
as an individual and to your retailer with whom you 
make many of your expenditures. Thereby it may be 
possible to clear all of your transactions with your retailer 
through your bank. Since the bank in order to process 
these transactions must go through certain steps which 
in turn a customer may also perform, it is in a position to 
assert that the duplication can only be eliminated if it 
alone performs these steps. This is significantly different 
from being a service bureau. A service bureau does not 
have these unique relationships or a position of trust 
within the community. 
At a time when this great technological trend is having 
its effect on banking, the banks are also experiencing a 
decline in demand deposits as a result of the efforts of 
corporate enterprise to keep its resources in some form 
of an earning asset. Instead of holding large bank bal-
ances, today's corporate treasurer invests in treasury bills 
or other short term governments. Time deposits are grow-
ing and the interest rates paid on them are at a long 
term high. A large segment of the potential banking 
business has been lost to the savings and loan associations, 
finance companies, credit unions, leasing companies, and 
other specialized financial institutions because of the 
failure of the banking industry to meet the needs served 
by these other institutions. 
In short, banking is caught up in a movement that is 
now changing and will continue for some time to change 
its customs and conventional ways of doing business; it is 
experiencing new and aggressive competition. It is caught 
in the profit squeeze, and to make things interesting, it is 
facing the possibility of audited financial statements by 
certified public accountants. Today there are action, 
dynamics, and excitement in banking. 
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Robert G. Stevens, management services partner in our 
New York office, holds a B.S. degree in Business Adminis-
tration from Southern Illinois University, a M.S. degree 
in Accountancy from the University of Illinois, and a 
Ph.D. degree in Economics, also from the University of 
Illinois. 
Before joining TRB&S he was an instructor in accoun-
tancy at the University of Illinois and served with the 
United States Air Force as cost accountant and instructor 
for the Military Air Transport Service. He joined our 
Detroit office in 1958, and later served in the Executive 
office and in San Francisco. His work includes profit plan-
ning, budgeting, work measurement, cost standards, and 
cost analysis for products and functions. 
Mr. Stevens is a member of the American Institute of 
CPAs, the Institute of Management Services and the Na-
tional Association of Accountants. 
A Unique Contribution by TRB&S 
Since our firm serves the banking industry, these great 
economic forces are of concern to us. It is this long 
term trend toward work simplification through transac-
tions being integrated by banking institutions that seems 
to affect us the most. The every day working reaction to 
this trend comes in the form of providing customer 
services. Prior to 1960, banks were entering the customer 
services field by offering account reconciliation, credit 
cards, lock box services, and even a few payroll applica-
tions. Except for the Bank of America, almost no bank, 
to our knowledge, provided these services voluntarily. 
It was about this time that the late Jesse M. Lynch,* 
of our firm, began to visualize customer services as more 
than something that a bank provided in order to sell 
some idle time on its computer or to satisfy the pressure 
from a given customer. In 1961 and 1962, under Mr. 
Lynch's direction, we conducted a survey of most of the 
major banks in the United States to document their ex-
perience with the individual customer services which had 
grown up almost on an accidental basis. The experience 
of these banks was coupled with the firm's knowledge of 
the retail industry, and a projection was made of what 
the inter-relationships between a bank and a retailer 
might be in 1970. Four things were clear from this work. 
1. Customer services can be a part of the technolog-
ical trend toward the elimination and simplifica-
tion of paper work. 
2. Banks can be the vehicle for this trend. They can 
perform services not as a typical data processing 
* Jesse M. Lynch left our firm in 1963 to join Security First 
National Bank in Los Angeles as vice-president — development 
and planning. After a short illness he died in September 1964. 
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bureau but perform services as an extended but 
integral part of traditional banking relationships. 
3. Success in developing customer services will, in 
the long run, determine the total success and 
profitability of the individual bank. 
4. The capabilities and the existence of computers 
are the key to this new era. 
Our views were shared by one of the largest banks in 
the country, and our firm participated in developing 
what was probably the first formal, long range planning 
strategy for determining, designing, marketing, and or-
ganizing for the future in customer services. No longer 
were customer services to be something that a bank of-
fered as a side line simply to please a customer. They be-
came an intricate part of banking services, a device for 
growth and improvement of competitive position, and a 
step forward in meeting the long term needs of the busi-
ness community. We can take pride in our contribution 
to this pioneering effort and our role in defining these 
fundamental forces affecting the banking industry. It is 
appropriate that here in the Q U A R T E R L Y , we give 
credit to the late Jesse M. Lynch, whose imagination, 
creativity and drive first directed us into this area. 
Planning for Customer Services 
Many people within the banking industry are arriving 
at opinions that are essentially in agreement with this 
proposition; many banks are now aggressively entering 
the customer services field. Only a few banks, however, 
are approaching the problem of customer services with 
the aid of formal planning. The need for formal plan-
ning, however, is becoming apparent. The decisions to 
add services, once made, are not easily retracted. The 
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bank must spend considerable time and effort in evalu-
ating and planning for entry into new areas of service in 
order to avoid costly long term mistakes. On the other 
hand lack of action may result in being left behind on 
the road of progress; poorly planned actions may cost the 
bank severely in both prestige and profits. 
A bank should be encouraged to analyze its customers 
and its community in order to determine the needs of its 
marketing area. In some cases, there are opportunities 
for the bank to increase its participation in the transac-
tions of an industry that may be predominant within its 
marketing area. It might be possible to take a specialized 
transaction within this industry, eliminate paper work, 
speed up the transaction, and as a result attract new cus-
tomers for the bank from that industry. Now is a time 
to evaluate the profitability of existing services to cus-
tomers; a time to develop costing techniques; a time to 
develop systems for the control of cost; a time to improve 
systems and procedures; and the time to evaluate the ef-
fectiveness of the organization structure of the bank to 
meet the needs of the future. 
In all cases any proposed new service needs to be re-
viewed in terms of its: 
if Expected volume 
*k Effect on the costs of the bank 
*k Effect on loans and deposits 
"k Potential profitability 
* Effect on the organization of the bank 
* Effect on the bank's competitive position 
Bankers make planning decisions every day: they make 
decisions to put money in governments, tighten up on 
mortgage money, expand installment loans, offer 4% 
certificates of deposit or decide to change the interest rate 
on time deposits. Planning cannot be avoided. Most 
banks, however, have avoided the searching, evaluating, 
and defining that is necessary to layout a formal plan for 
the development of services and the relation of these 
services to the attraction of deposits and allocation of 
resources. There are a few bankers who feel that the 
greatest potential for improvement in bank earnings is' 
through the deliberate effort to plan loans, services, and 
deposits and to develop specific programs for the achieve-
ment of these desired results. These ideas are not widely 
accepted, but they are being tried in a few banks at least 
on a limited scale. 
A substantial demand for people experienced in finan-
cial planning and control is developing in banking very 
quickly, and the aggressive banks in the country have at-
tracted many men from industry and public accounting. 
The need exists and is growing. Technology for making 
better decisions and planning in banks is available, and 
will come into use. These small rumblings of today are a 
portend of the future when it will be commonplace for 
bankers to have modern information systems, and mod-
ern planning and control systems. Bankers will be using 
these systems as a basis for making management decisions. 
The Cost of Services 
While the impact of customer services has caused some 
banks to think first of planning and organization, others 
are not yet quite aware of the broader aspects of the 
problem. But almost all banks are becoming keenly aware 
of the immediate need for knowing the costs of bank 
services. The need may arise in terms of the profitability 
of money orders or travelers checks. It may relate to spe-
cial checking accounts, types of trusts, or services per-
formed for correspondent banks. In any event, this need 
usually arises from some specific, day-to-day problem. 
Information for that problem either does not exist, does 
not seem reliable, or needs to be up-dated. 
We have not observed any bank that has a contin-
uous cost determination system equivalent to that which 
might be found in a manufacturing company. Very few 
banks have standards that can be translated into the cost 
of services. Therefore, almost all costing in banks is done 
on a special analysis basis. The bank which does some 
cost analysis work will typically prorate its semi-annual 
or annual revenues and expenses to various functions or 
departments. These prorations are sometimes made upon 
direct identification, but more often they are based upon 
floor space, number of personnel, or other such factors. 
Even if these assignments are made judiciously, the re-
sults are usually valid only under a particular set of cir-
cumstances. Many costs would change, for example, if the 
bank had a 20% increase in volume. Costs-in a bank are 
also affected by the loan and deposit structure of the 
bank. A change in the structure would also change the 
costs that the bank may have used in determining the 
cost of various functions or services. Common costs and 
joint costs are the rule in banking. The interrelationships 
between deposits and loans are complex. 
In our opinion, the costing problems of banks rank 
among the most complex of any industry. A recent proj-
ect with a bank demonstrates this point rather dramati-
cally. This bank has a large installment loan department. 
Most of the loans serviced by this department, however, 
are in a classification called indirect automobile loans. 
These are loans that are actually made by automobile 
dealers .under their own names or the names of their own 
captive finance companies. This bank buys this paper 
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from these dealers, usually with recourse, and at a rate 
that is somewhat lower than that shown on the face of the 
paper. The bank processes the monthly payments and 
provides auditing and credit and collection services. 
As has been done in many banks, the installment loan 
function had been singled out for profitability analysis, 
and a functional profit and loss statement was prepared 
annually. This bank had an opportunity to buy the paper 
of a very large automobile dealer in their community. 
The functional profit and loss statement indicated that 
installment loans were profitable. To make this decision, 
the bank required information as to the profitability of 
this particular type of installment loan. The functional 
statement in no way could be interpreted to mean that an 
increase in volume or a change in the mix would be 
equally profitable to those loans in the installment loan 
department at the last time an analysis of profit was 
made. The decision, therefore, required a new set of 
numbers that would adequately reflect the profitability of 
this specific kind of loan and adequately reflect the effect 
of a change in mix and a change in volume on the oper-
ating costs and revenues of that department. 
In doing this more detailed analysis, it became obvious 
that indirect dealer loans was not a meaningful descrip-
tion or classification to use in making this decision. 
Within this function, profitability had to be measured 
in terms of expected yields and expected time periods of 
individual loans. In arrangements such as this, the bank 
also withholds a certain reserve from the proceeds of 
these loans to serve as a cushion for bad debt losses. The 
rate of deduction for this reserve is, in effect, a pricing 
decision. Since the reserve balances represent deposits, the 
bank is provided with a source of funds for investment 
(cash flow is of no consequence). The value of these 
deposits had to be considered in evaluating the profit-
ability of this business. A systems study was required in 
order to differentiate between the service requirements 
on these indirect loans as compared to other installment 
loans. The end result was not a single figure for the 
profitability of this category of loans, but a matrix which 
could be used to evaluate the potential profitability of 
this individual dealer. Thus, this particular arrange-
ment was set up in a manner that would be reasonable 
to the dealer and, at the same time, profitable to the 
bank. Other existing arrangements were reviewed by this 
same method and negotiations were made with a number 
of dealers to bring them into a profitable category. 
As a part of this study, it was recognized that some 
elements of cost within the installment loan department 
were affected by the activity or volume of a particular 
service while other costs were incurred because of a par-
ticular service but not related to the volume of that 
service. Other costs were simply related to the install-
ment loan business in total but not necessarily to any one 
of its segments. These facts are a commonly accepted 
basis for product profitability analysis in Profitability 
Accounting, but these were unique and new ideas in 
bank cost analysis. 
Cost Control and the Profit Squeeze 
Each of us react to a situation somewhat differently and 
the same is true in banks. For some banks their paramount 
interest falls not in the area of planning, or in the area 
of determining the unit cost of services, but falls in the 
area of cost control and cost reduction. The cost control 
problem in banks can be thought of in three categories. 
1. The level of cost in a bank relates to the kinds 
of services it chooses to render and the kinds of 
deposits it seeks to attract. If the bank decides to 
be in installment loans, to offer lock box service, 
or to issue certificates of deposit, this decision auto-
matically affects cost. Each of these key decisions 
has its price. Therefore, everything we have 
talked about under customer services could be 
considered to be one approach to cost control. 
One way to control cost is to carefully evaluate 
the addition of new services and to eliminate un-
profitable services or other sources of business. 
2. After a bank offers a service, the next major de-
terminates of cost are the systems, procedures, 
equipment and other facilities used by the bank 
in performing its chosen functions. These are 
areas of decision that affect the bank over a 
period of years. A bank will never be able to 
perform any better than the limits imposed upon 
it by the tools with which it chooses to work. 
3. Within the framework of the services and the 
systems for performing these services, there is an 
obvious need to control salaries and expenses. 
This is a control of performance and productivity. 
The best control of cost is through good planning, and 
that we have discussed to some extent. In order to con-
trol the second determinate of cost, every decision to buy 
equipment or to change systems and procedures should 
be given a thorough technical and economic review. A 
bank should have a formal procedure to ascertain that 
this review is done. Banks should do return on investment 
analysis just as we propose in Profitability Accounting 
for a manufacturing company. Capital budgeting, there-
fore, should be an important part of cost control in a 
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bank. This kind of control can be obtained with a mini-
mum of systems and procedures effort. 
Integrated variable budgets based on work measure-
ment have proven to be ideally suited to the control of 
salaries and expenses in banking institutions. C O M P is a 
system of variable budgeting based upon work measure-
ment standards which provides information for schedul-
ing and also provides unit cost information on operations 
and functions. When C O M P was developed, it appeared 
that it should be particularly useful to companies with 
large clerical workloads. Banks are obviously in this 
category. Before recommending this program on a broad 
scale to banks, several pilot studies were undertaken to 
determine the operating feasibility of C O M P in banks 
and to be certain that it met the needs of bank manage-
ment. These pilot tests were evaluated in terms of five 
objectives: 
1. Would this form of Profitability Accounting 
enable banks to determine the cost of functions 
and services on a current and accessible basis. 
2. Would it provide a tool for staffing and sched-
uling. 
3. Would it provide a useful tool for cost control. 
4. Would it provide a reliable measure of perform-
ance. 
5. Would it aid in the reduction of cost through 
improvements in systems. 
On the basis of these pilot studies, it was concluded 
that the system would provide a means for determining 
on a routine, but specific analysis basis, the cost of various 
classifications of loans, deposits, and customer services. 
In the future, the system would provide the information 
required to determine the profitability of loans, deposits, 
and customer services offered by the bank or any of its 
departments and branches on a continuing, as opposed 
to a specific analysis, basis. Likewise, the data could be 
used to evaluate the profitability of any planned level or 
mix of loans, deposits, and customer services. 
When installed the system would also provide the cost 
information required to charge branches and depart-
ments on a sound economic basis for the services per-
formed by computer centers and other service depart-
ments. 
It was the experience in the pilot studies that super-
visors using good standards significantly reduced the cost 
of getting work done through better scheduling without 
sacrifice of deadlines. The variable budget idea did pro-
vide reliable measures of performance, provided reason-
able goals, and stimulated performance. 
As was true in manufacturing companies, it was found 
that the work necessary to establish variable budgets and 
work measurement standards provided an independent 
and coordinated review of systems that produced recom-
mendations for improvements in systems and procedures 
resulting in reduced costs. 
How to Succeed in the Revolution 
The forces compelling banks in a direction of change 
represent dynamic forces in the economy. Even if you 
are not impressed with the significance of these forces as 
they have been described in this article, you must be 
impressed with the rapidity with which change is taking 
place in our economy. There are many ways in which a 
bank may prepare itself for these changes which are 
bound to take place in the immediate future. The banks 
which are most likely to succeed in this era of change are 
those whose top management becomes involved with the 
problem today. We would recommend a six step ap-
proach : 
1. Evaluate the concepts of management planning 
and control. What is it, how does it work and 
how will it affect the way in which the bank is 
managed? 
2. Start some formal profit planning even without 
complete knowledge of costs, forecasts or respon-
sibility. 
3. Establish a program for expanding management 
planning and control. Coordinate this plan with 
plans and priorities in electronic data processing. 
Refine formal plans and definition of responsi-
bility as steps of the planning and control pro-
gram are completed. 
4. Establish formal control over expenditures for 
systems equipment and facilities. Refine as sub-
sequent steps are completed. 
5. Define responsibility and develop an effective 
system of reporting historical information by 
responsibility. Challenge existing organization 
structures in light of the computer and customer 
services. 
6. Start budgeting costs and begin longer term pro-
gram of building variable budgets based on work 
measurement. 
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Oct. 23 Applying Corporate Profit Goals 
Memphis Society of CPAs—Training Program at 
Memphis State University 
American Management Association—Seminar 
American Management Association—Seminar 
North Jersey Shore Chapter of National Association 
of Accountants 
American Management Association 
Boston Conference on Distribution—sponsored by 
Boston University 
Budget Executives Institute—New York Chapter 
Irving Trust—Seminar for Industrial Executives 
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SPEAKER DATE 















GIBBONS, ROBERT P. Sept. 15 




MULVIHILL, D E N N I S E. 
M U N R O , ROBERT G. 
PAUL, HERBERT M. 














Accounting: The Language of Busi-
ness and Finance; Analysis of 
Financial Statements; Concepts 
of Managerial Accounting 
Discounted Cash Flow vs. Present 
Worth. What's the Difference? 
Implications of a Base for Realistic 
Payments for Care 
Discounted Cash Flow vs. Present 
Worth. What's the Difference? 
Profit Control Concepts 
AUDIENCE 
American Management Association—Seminar 
National Association of Accountants Conference— 
New York City 
American Association of Homes for the Aging—Panel 
Discussion 
National Association of Accountants—Conference— 
Kansas City 
National Association of Accountants—Olean-
Bradford Chapter, Olean, New York 
American Management Association—Seminar 
NRMA Convention—New York City 
The Nature of Distribution Costs 
Customer Credit Costs in 
Department Stores 
Distribution Costing: Its Place in American Management Association—Seminar 
Corporate Profit Planning and 
Control 
Variable Budgets American Management Association—Seminar 
Return on Investment Methods and American Management Association 
Financial Appraisal and 
Evaluations 
Capital Budgeting Techniques 
Return on Investment as a Guide to 
Capital Budgeting Decision 
The Impact of EDP on Middle 
Management 
EDP Feasibility Studies 
Concepts of Managerial Accounting 
New York State Taxation 
Generally Accepted Accounting 
Principles 
Background and Present Uses of 
Return on Investment by 
Management 
Sept. 2-3 Planning for Profit 
Sept. The Role of Cost Standards in Man-
14-18 agement Planning and Control; 
Budgetary Control of Costs; Inte-
grated Use of Variable Budgets for 
Product Costing and Cost Control; 
Profit Planning; Pricing for Profit 
American Management Association—Seminar 
American Management Association—Seminar 
Middle Management Institute Civil Service 
Commission 
National Association of Accountants—Seminar 
American Management Association—Seminar 
New York State Society of CPAs—Technical Meeting 
American Management Association—Seminar 
American Management Association—Seminar 
Folding Paper Box Association—Seminar 
American Management Association—Seminar 
Profitability Accounting and 
Marketing Costs 
Controllership Support for Marketing 
Management 
Jan. 15 Methods Used in Accumulation of 
1965 Distribution Costs 
American Management Association—Seminar 
American Management Association—Seminar 
American Management Association—Seminar 
TRAVER, FRANK 
WEINER, HERBERT 
Oct. 2 Cash Flow 
Nov. 11 Goodwill in the Sale of a Business: 
Allocation; Accounting 
Requirements 
WEINSTEIN, EDWARD A. Oct. 31 Evaluation of Internal Control 
Ohio Society of CPAs—Chairman of professional 
course in Dayton 
New York University—-Annual Tax Institute 
New York State Society of CPAs—Nassau-Suffolk 
Chapter. 
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SPEAKER DATE SUBJECT AUDIENCE 
Philadelphia 
M A R K H U S , ROGER 
T O N K S , GEORGE O. 




HENDERSON, ALAN D. 
WERBANETH, LOUIS A. 
Portland 
















Individual Tax Problems Created by University of Pittsburgh—Tax Conference 
Recent Developments 
Generally Accepted Accounting 
Principles 
Small Business and Its Many 
Problems 
CPA's in Public Practice 
Standards of Reporting 
The Revenue Act of 1964 
Mergers and Acquisitions 
Question and Answer Period 
AICPA Staff Training Program in Philadelphia 
Delaware Valley Photo Dealers Association 
Arizona State University 
AICPA Professional Development Course 
National Association of Accountants—Pittsburgh 
Chapter 
Pennsylvania Institute of CPAs 




BAUER, K E N N E T H J. 
FLEISHER, DAVID L. 
HORNSBY, RICHARD 
KEYDEL, J O H N 
San Diego 
MALKIND, J O H N J. 
San Francisco 
BOWEN, DALE S. 
Oct. 21 Cost and Financial Analysis and 
Reporting — Other Companies 




























Opportunities in Public Accounting William S. Krebs Accounting Club of Washington 
University 
Selective Inventory Management 
Management Reporting 
Profitability Accounting 
The Impact of Systematic Manage-
ment on the Retail Store 
Organization 
Tax Saving Considerations in 
Investments 
Industry Reporting under 
Profitability Accounting 
Current Trend in Revenue, Cost 
and Profit 
Accounting for Raw Product 
Legal Responsibility and Tax Practice 
1964 Federal Income Tax Law 
Revisions 
Legal & Ethical Responsibility in 
Tax Practice 
Defending Thin Corporations 
Defending Thin Corporations 
The Effect of Cooperatives on the 
California Canning Industry 
Capital Budgeting to 1964 Manage-
ment Services/Systems 
Capital Budgeting to 1964 Manage-
ment Services/Systems 
Product and Product Line 
Accounting 
Electronics Conference, Retail Research Institute, 
NRMA 
Houston Retail Controllers 
Budget Executive Institute 
National Retail Merchants Association Seminar in 
New York 
Shearson Hammill & Co. 
California Freezers Association 
Pacific States Cold Storage Warehousemen's 
Convention—Santa Barbara 
Institute of Food Technologists in Berkeley 
Utah Association of CPAs, Salt Lake City 
Small Businessman's Workshop, sponsored by the 
Small Business Advisory Committee of the Greater 
San Jose Chamber of Commerce 
Nevada Society of CPAs 
1964 Tax Accounting Conference—Fairmont Hotel 
—San Francisco 
1964 Tax Accounting Conference—Beverly Hilton 
Hotel—Beverly Hills 
Growers, Shippers & Canners Supply Credit Group— 
California Hotel 
Conference sponsored by California Society of CPAs 
—San Francisco 
Conference sponsored by California Society of CPAs 
—Los Angeles 
American Management Association—Seminar—Los 
Angeles 
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Seattle 
ALKIRE, D. L. 
BENJAMIN, R. M. 
GAEDE, W. G. 
SWENSON, N. E. 















Property Tax Exemptions 




Audits and Examinations 
Professionalism as it Applies to 
Accounting 
Estate Planning 
Standards of Field Work 
Associated Clubs of the North End 
Washington Savings & Loan League Convention— 
Vancouver, B.C. 
National Association of Accountants, Seattle Chapter 
Washington Savings & Loan League Convention— 
Vancouver, B.C. 
Federal Government Accountants Association, Seattle 
Chapter 
Washington Society of CPAs Seminar 
Washington Society of CPAs Seminar 
Articles and Books 
AUTHOR 
TRB&S Study directed by 
VICTOR BROWN 
Chicago 
TRUEBLOOD, ROBERT M. 
(co-authored with Churchill 
and Miller) 
Executive Office 













Study of Consumer Credit Costs to Senate Banking Committee's printed hearings 
Department Stores 
Meeting The Future Demands of the Professional Development and the CPA 
Profession 
PORTER, W. T H O M A S 
POWER, WILLIAM D. 
WERNTZ, WILLIAM W. 
New York 













Tax Advantages of Incorporating in 
Panama 
Investments in United Kingdom and 
Communist Buying in Commodity 
Markets 
Licensing vs. Investments 
Evaluating Internal Controls in EDP 
Systems 
Advanced Business Systems for 
Department Stores 
SEC—Questions and Answers 
Disclosure Requirements—What Do 
They Mean? 





Credit & Financial Management 
Sales Management 
Prentice-Hall Tax Ideas 
National Association of Credit Management-
Weekly Bulletin 
International Executive 
Journal of Accountancy 
Retail Control 
Practicing Attorney's Letter 
Investment Dealer's Digest 
New York Certified Public Accountant 
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With Alumni . . . 
Chicago — Four staff members resigned recently to ac-
cept positions in private industry—Richard Apple is now 
controller of Communications Apparatus in Melrose 
Park, Illinois; John Brown is assistant controller of Na-
tional Can Corporation, a client; James Burk is assistant 
to the controller of Federal Sign Company in Blue Island, 
Illinois; Kenneth Johnson is controller of Kincaid In-
dustries. 
Dallas — Donald R. Sargent left our employ to become 
executive vice-president of Richmond Tank Car and Mfg. 
Co. in Houston. 
Denver — Donald Shore is now business manager for 
Mesa (Colorado) Junior College District, which covers 
Mesa Junior College and Rangely College. Mr. Shore has 
also been elected to the presidency of the Colorado Junior 
College Business Officers Association. 
Grand Rapids —Rona ld H. Adolphson, who had been 
with the Grand Rapids office for five years, resigned re-
cently to take a position as manager of General Account-
ing at Continental Motors Corporation in Muskegon, a 
client of the office. 
Kansas City — Maurice McGill resigned to become fi-
nancial vice-president at Iowa Beef Packers, Inc. Mr. 
McGill had been with TRB&S since 1959 and was in 
charge of management services for the Kansas City office. 
John L. Benschoter also resigned to join Iowa Beef 
Packers, where he is now chief accountant. 
Kenneth L. Brown left to become treasurer of Arkansas 
Valley Industries Inc., in Little Rock. 
Milwaukee — Francis Butz left the firm to accept a posi-
tion as secretary-treasurer with a client, Chadwick Manu-
facturing Company. 
N e w York — Richard N. Brigden, of the management 
services staff, left recently to accept a position with the 
West Virginia Pulp and Paper Company. 
Applause . . . 
Atlanta — On September 24-26 E. R. Dryden was chair-
man of the Georgia Society Tax Institute of the Univer-
sity of Georgia. 
Bernard L. Ekman has been appointed chairman of the 
accounting department of the New Hampshire College 
of Accounting and Commerce. Formerly a senior account-
ant with the New York office, he now manages his own 
accounting firm in Manchester. 
Robert W. McClendon, senior consultant on the man-
agement services staff, has resigned to accept a position 
as data processing manager of the Day and Night Manu-
facturing Company, a division of Carrier Corporation in 
La Puente, California. 
Chester L. Brisley, manager in our management services 
department, resigned to accept the position of director, 
Engineering Center for Post Graduate and Professional 
Development of the University of Wisconsin. 
Neil A. Hicks of the management services staff resigned 
to become director of management services for long range 
planning at the Lusk Corporation in Tuscon, Arizona. 
Peter W. Holleman of the management services depart-
ment resigned to join Perfect Photo, a client organization, 
as vice president and assistant to the president. 
David S. Andrews, formerly of our audit staff, has re-
cently joined the International Business Machines Com-
pany, EDP Division in Buffalo, New York. 
David J. Barish, a member of our audit staff, resigned 
to accept a position with Kenneth Leventhal & Company, 
a CPA firm in Los Angeles. 
Philadelphia — William J. Byrne is now with the Strick 
Division of Fruehauf Trailer Company, a client. 
Portland — Hal Lemon resigned from our firm to be-
come partner in the firm of Streibick, Roberts & Nelson. 
CPAs in Lewiston, Idaho. 
Rochester — Norman Leenhouts, former employee in 
Rochester, has been made vice-president of Schlegal Man-
ufacturing Co. He had been with TRB&S for five years 
when he left to become controller at Schlegal Manufac-
turing Co. 
Seatt le — An article by W. J. Pennington appeared in 
the July issue of the Journal of Accountancy. Its title is 
"Embezzling: Cases and Cautions." 
Chicago — Raymond Revers has become a member of 
the State and Municipal Revenue Committee of the Gov-
ernmental Affairs division of the Chicago Association of 
Commerce and Industry. 
Justin Davidson has been appointed to the Statistical 
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Sampling Committee of the American Institute of Certified 
Public Accountants for 1964-65. 
Robert M. Trueblood led the technical session at Penn State 
Annual Accounting Study Conference on September 9-11 held 
in Philadelphia. 
Cleve land — The Cleveland Chapter of The Ohio Society of 
CPAs has made the following committee appointments: Man-
agement Services, Gregory M. Boni; Accounting Education, 
Page J. Thibodeaux; Accounting Principles, Richard F. Brezic; 
Auditing Procedures, William Hartstein; Local Practitioners— 
advisory, Roy C. Holzman. 
Dayton — James C. Bresnahan is chairman of the Manage-
ment Services Committee of the Dayton Chapter of The Ohio 
Society of CPAs and a member of the State Committee. Other 
members of committees include: Accounting Personnel, Dane 
W. Charles; Accounting Principles, Leslie W. Buenzow; Audit-
ing Procedure, Donald A. Custer; By-Laws, Leslie W. Buenzow; 
Cooperation with Bankers and Credit Men, Francis P. Rieser; 
Estate Planning, Morwin T. Rockowitz; Federal Taxation, 
Leon J. Sachleben; Professional Development, Robert J. Sack; 
Publicity & Public Relations, Alfred E. Fisher and Charles G. 
Taylor; State Taxation, Morwin T. Rockowitz; Junior Achieve-
ment, William H. Ingram; Meetings, Richard A. Stamper; and 
Social Activities, David Kennett. 
Irl C. Wallace is a special instructor at the University of 
Dayton's CPA Coaching Course. 
Denver — Donald G. Sinsabaugh is now president-elect of the 
Colorado-Wyoming Chapter of the American Association of 
Hospital Accountants. 
Detroit — John D. Hegarty's article from the Texas Certified 
Public Accountant, January 1964, was reviewed in the Septem-
ber Journal of Accountancy. 
Houston — Owen Lipscomb initiated and attended a liaison 
meeting between the Internal Revenue Service and representa-
tives of the eight chapters of the Texas Society of CPAs in the 
office of Robert Phinney, District Director of Internal Revenue 
in Austin on October 28th. 
Kansas City — John D. Crouch has been elected assistant 
treasurer of the Board of Trustees at Research and Medical 
Center, and has also been appointed to the Investment, Budget 
and Finance Committees for the 1964 calendar year. 
The Kansas City Chapter of Missouri Society of CPAs has 
made the following committee appointments: Accounting and 
Auditing Procedures, Richard V. Julian; Federal Taxation, 
Loren G. Hoffman; Membership, Mary J. McCann; Profes-
sional Ethics, John D. Crouch; State Taxation—chairman, 
Jerry B. Jackson. 
Los A n g e l e s — Thomas Drenten has been appointed to the 
Management Services Committee of the California State So-
ciety of CPAs. 
The Los Angeles Chapter of the California Society of CPAs 
has made the following committee appointments: Hospitality, 
Michael Masdeo; Aerospace and Electronics Industry, Werner 
Hintzen; Educational Standards and Student Relations, 
Jacqueline Kanaga, Miss Kanaga has also been elected to the 
Board of Directors of the American Society of Women Ac-
countants, and is serving as chairman of the Radio and Tele-
vision Committee. 
Memphis — Kenneth J. Gordon has been re-elected treasurer 
and director of the Memphis Chapter of the Tennessee Society 
of CPAs, and serves on the society's Finance Committee. Other 
appointments to the Memphis Chapter committees are: Co-
operation with Bankers, Clinton R. Pearson; New Member in 
attendance, John DeWitt, chairman, and Ann Agee; Grievance, 
Paul Ridgway. 
Mrs. John DeWitt is currently serving as president of the 
Ladies Auxiliary of the Memphis Chapter of the Tennessee 
Society of CPAs. 
N e w Orleans — The Louisiana Society of CPAs has made 
the following committee appointments: Cooperation with Bar 
Associations, Henry J. Baumann, Jr. and John P. McBride; 
Education, Andrew H. Orth, Jr.; Cooperation with Bankers, 
George A. Coiron, Jr. Mr. Coiron is also a member of the com-
mittee on Technical Sessions for the Southern States Confer-
ence of CPAs. 
N e w York — Douglas R. Anderson was honored at the Colo-
rado State Society of CPAs dinner meeting in Denver on 
September 9th. He was awarded the Society's Gold Key as the 
outstanding Business School graduate from the University of 
Colorado for the past school year, and received the Society's 
Silver Key for having achieved the highest score in Colorado in 
the May 1964 CPA Examination. Mr. Anderson was one of the 
top ten candidates in the nation. 
Philadelphia — George O. Tonks was chairman of the 22nd 
Annual Forum sponsored by the Philadelphia Chapter of CPAs 
held on November 19. 
Adolf A. Paier, Jr. received an engraved certificate for being 
one of the two people who attained the highest grades in each 
of the semi-annual Pennsylvania CPA examinations last May. 
Pittsburgh — Terry N. Conway is presently teaching "Profit 
Planning and Control" at Carnegie Tech's School of Industrial 
Management. 
John C. Williams is chairman of the sub-committee on the 
15th annual Accounting Symposium to be conducted by the 
Pittsburgh Chapter of CPAs on November 20th for 400 college 
students. 
Portland — Stan Gullixson served as chairman of the North-
west Tax Institute conference held in Eugene, Oregon on Sep-
tember 23 through 26. 
St. Louis — The Missouri Society of CPAs has made the fol-
lowing committee appointments: Organization and By-Laws, 
Edwin H. Wagner; Cooperation with Bankers and Other Or-
ganizations, James G. Carroll. 
San Francisco — The California Society of CPAs has made 
the following committee appointments: Accounting and Pro-
cedures, John D. Moxley; Management Services, Theodore E. 
Wentz; Cooperations with Credit Grantors, Richard A. Nish-
kian; Educations Standards and Student Relations, Gene H. 
Englund; Programs, Milton M. Gilmore; Savings and Loan, 
Thomas B. Wall; Public Relations, William H. King; Taxation, 
Robert C. Estes. 
San J o s e — The California Society of CPAs has made the 
following committee appointments: Hospitality and Attend-
ance, Richard G. Shuma; Professional Ethics, Jerry M. Sulli-
van; Public Relations, Gerald E. Niemeyer. 
Rolland Garner has been appointed to a special membership 
committee of the San Jose Chapter of Administrative Manage-
ment Society. 
Seat t l e — The Washington Society of CPAs has made the fol-
lowing committee appointments: Legislative, Durwood L. 
Alkire; Public Relations, Robert M. Benjamin, chairman; 
Meetings—Programs, Stanley M. Bray; Professional Develop-
ment, John F. Clearman; Publications, William G. Gaede; 
Relations with the Bar, Gerald E. Gorans; Meetings—Arrange-
ments, Gary A. McLean; Management Services, James V. 
Mitchell; CPA Examination Stockpiling, Patrick J. Peyton; 
Taxation—Federal, Norman E. Swenson; Practice Review, 
Edward P. Tremper; Meetings—Arrangements, J. G. Wheeler; 
Speakers Bureau, Grant M. Woodfield. 
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American Institute 
of Certified Public Accountants 
Members of Council 
GEORGE D. BAILEY 
Rancho Santa Fe, California 
KENNETH S. REAMES 
Detroit, Michigan 
JOHN F. BRUEN 
St. Louis, Missouri 
JOHN S. CRAWFORD 
Portland, Oregon 
E. PALMER TANG 
THOMAS J. ENNIS 
San Jose, California 
Minneapolis, Minnesota 
ROBERT M. TRUEBLOOD 
Chicago, Illinois 
Committee Appointments 
Durwood L. Alkire 
Seattle, Washington 
Federal Taxation — Taxation of Foreign 
Source Income 
George D. Bailey 
Rancho Santa Fe, California 
Benevolent Fund — Vice President 
Donald J. Bevis 
New York, New York 
International Relations 
Practice Review Committee 
Robert Beyer 
New York, New York 
Management Services 
Consulting Editors for Management Services 
Raymond P. Bloom 
Chicago, Illinois 
Relations with Non-Profil Organizations 
(ad hoc) 
Karney Brasfield 
Washington, D. C. 
Relations with the Federal Government 
Chairman and consultant 
Donald H. Cramer 
New York, New York 
Relations with Universities 
H. Justin Davidson 
Chicago, Illinois 
Statistical Sampling 
Robert B. Dodson 
Los Angeles, California 
Relations with Federal Home Loan 
Bank Board 
W. Keith Engel 
Washington, D. C. 
Federal Taxation — Taxation of Estates 
and Trusts 
Roger G. Froemming 
Milwaukee, Wisconsin 
Bank Accounting and Auditing 




New York, New York 
Relations with SEC and Stock Exchange 
Wallace M. Jensen 
Detroit, Michigan 
Federal Taxation — Responsihilities in 
Tax Practice 
James F. Pitt 
Minneapolis, Minnesota 
Professional Ethics 
L. E. Schadlich 
San Francisco, California 
Federal Taxation — Taxation of Special 
Entities and Industries Chairman 




Robert M. Trueblood 
Chicago, Illinois 
Long-Range Ohjectives Chairman 
Accounting Principles Board 
Executive 
Ralph Walters 
San Francisco, California 
Auditing Procedure 
William W. Werntz 
New York, New York 
Special Committee on Opinions of the 
Accounting Principles Board 
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It is with deep regret that we announce the recent death of Richard W. Lamkin, 
partner in charge of our office- in Grand Rapids, Michigan. 
Dick was one of the first employees of George Bailey & Company, having joined the 
Detroit office of that predecessor firm in June 1947, after his graduation from the Graduate School 
of Business Administration of the University of Michigan. After spending five years in Detroit he 
opened our office in Grand Rapids. He headed that office as a manager until 1961, at which time 
he was admitted into the partnership. 
During the early years of the Grand Rapids office, Dick nurtured our initial modest practice 
and, as he and the firm became better and better known to the business community, added 
significant new clients. He was active in many of the functions of the Michigan Association of 
CPAs, chairing important committees and serving as president of the Western Chapter of the 
Association in 1960. He was also active in other accounting organizations and in trade and 
industry associations. 
Dick made significant contributions to civic affairs in Grand Rapids. A past president of 
Junior Achievement of Grand Rapids, he was currently treasurer of the Grand Rapids Symphony 
Orchestra, treasurer of the John Ball Park Zoological Society, chairman of the Government 
Finance Committee of the Grand Rapids Chamber of Commerce and a member of the board of 
his golf club. He was slated to be the next president of The Pen Club, a leading businessmen's club 
in Grand Rapids, and last year was named Grand Rapids V.I.P. of the week by the leading 
local daily newspaper. 
Dick's sparkling personality won him a host of warm friendships throughout the firm. He is 
sadly missed by all of us. Our loss is second only to that of his lovely widow, Gloria, and of his 
children, Dick, Jr., 10; Jeffrey 4; and Lisa, 2. 
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